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This  report  contains  1  5  recommendations  for  improve- 
ment of  the  department's  operations  including  recom- 
mendations relating  to: 

►  Providing  auditable  user  rates  for  internal  service 
and  enterprise  operations.  Without  accrual  basis 
cost  data,  we  could  not  determine  if  billing  rates 
cover  or  exceed  costs. 

►  Determining  if  a  portion  of  the  $2.1  million  in  state 
agencies'  contingent  revolving  bank  accounts  can 
be  returned  to  the  State  Treasury  and  invested. 

►  Using  an  actuary  to  assist  in  determining  self- 
insurance  rates  and  reserves. 

►  Compensating  the  surplus  property  program  for 
the  old  surplus  property  warehouse  in  accordance 
with  a  plan  approved  by  the  United  States  General 


Services  Administration. 
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SUMMARY  OF  RECOMMENDATIONS 

As  a  separate  section  in  the  front  of  each  audit  report 
we  include  a  listing  of  all  reconunendations  together 
with  a  notation  as  to  whether  the  agency  concurs  or 
does  not  concur  with  each  recommendation.  This  listing 
serves  as  a  means  of  summarizing  the  recommendations 
contained  in  the  report  and  the  audited  agency's  reply 
thereto  and  also  as  a  ready  reference  to  the  supporting 
comments.  The  full  reply  of  the  Department  of  Adminis- 
tration is  included  in  the  back  of  this  report. 
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1.  Establish  accrual  accounting  poli- 
cies and  procedures  that  will  support 
user  billing  rates  and  allow  meaning- 
ful financial  analysis  of  internal 
service  and  enterprise  operations.  11 

Agency  Reply:   Concur.   See  page  85. 

2A.  Publish  specific,  updated  guide- 
lines for  proper  use  of  contingent 
revolving  funds .  15 

Agency  Reply:   Concur.   See  page  86. 

2B.  Review  contingent  revolving  account 
reconciliations  periodically  to  deter- 
mine that  the  account  cash  balances  are 
no  greater  than  the  amounts  authorized.  16 

Agency  Reply:   Concur.   See  page  86. 

2C.  Monitor  claims  submitted  for  reim- 
bursement to  assure  compliance  with  use 
guidelines.  16 

Agency  Reply:   Concur.   See  page  86. 

2D.  Work  with  agencies  to  reduce  account 
balances  to  the  amount  necessary  for  im- 
mediate cash  payments.  16 

Agency  Reply:   Concur.   See  page  86. 

3 .  Reimburse  the  Surplus  Property 

Bureau  for  the  value  of  the  surplus 

property  building  through  a  formal 

agreement  which  complies  with  federal 

requirements .  19 

Agency  Reply:   Concur.   See  page  86. 
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4A.  Periodically  contact  all  potential 
surplus  property  donees  to  inform  them 
of  the  benefits  of  the  program.  21 

Agency  Reply:   Concur.   See  page  86. 

4B.  Arrange  for  and  participate  in 

meetings  to  disseminate  informaton  on 

the  surplus  property  program.  21 

Agency  Reply:   Concur.   See  page  85. 

4C.  Review  utilization  of  items  with  a 
new  acquisition  cost  of  $3,000  or  more 
on  a  timely  basis.  21 

Agency  Reply:   Concur.   See  page  86. 

5.  Implement  review  procedures  to  en- 
sure that  only  salable  items  are  ware- 
housed. 22 

Agency  Reply:   Concur.   See  page  86. 

6.  Develop  a  system  of  charging  state 
agencies  based  on  past  and  expected 
future  costs  of  the  self-insurance  pro- 
gram, as  determined  by  an  actuary.  24 

Agency  Reply:   Concur.   See  page  87. 

7A.  Establish  a  plan  to  repay  the  loan 

when  it  is  no  longer  required  by  the 

self-insurance  program.  26 

Agency  Reply:   Concur.   See  page  87. 

7B.  Deposit  all  self-insurance  moneys 

in  the  revolving  fund.  26 

Agency  Reply:   Concur.   See  page  87. 

7C.  Seek  legislation  which  would  allow, 

separate  investment  of  self-insurance 

moneys.  27 

Agency  Reply:   Concur.   See  page  87. 
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8.  Establish  definitive  guidelines  for 
"show  cause"  hearings,  with  district 
court  approval,  for  settlement  of  self- 
insurance  claims.  27 

Agency  Reply:   Concur.   See  page  87. 

9A.  Seek  legislation  which  would  allow 
general  procurement  bid  securities  con- 
sistent with  those  allowed  for  construc- 
tion contracts.  28 

Agency  Reply:   Concur.   See  page  88. 

9B.  Periodically  reconcile  bid  deposits 

with  the  bid  deposit  records.  28 

Agency  Reply:   Concur.   See  page  88. 

10.  Prepare  the  Montana  Financial  Report 
in  accordance  with  generally  accepted 

accounting  principles  on  a  timely  basis.  33 

Agency  Reply:   Concur.   See  page  88. 

11.  Determine  the  effect  of  restating  all 
interim  period  transactions  affecting  cash 
and  ensure  that  cash  balances  are  reason- 
ably stated.  34 

Agency  Reply:   Concur.   See  page  88. 

12A.  Account  for  contributions  and  earn- 
ings separately.  36 

Agency  Reply:   Concur.   See  page  88. 

12B.  Periodically  reconcile  the  state's 

accounting  records  to  carrier  reported 

amounts.  36 

Agency  Reply:   Concur.   See  page  88. 

12C.  Record  all  deferred  compensation 
plan  contributions  in  the  state's  ac- 
counts. 36 

Agency  Reply:   Concur.   See  page  88. 
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13 .  Document  the  authorization  for 
changes  on  accounting  input  documents, 
especially  for  changes  in  dollar  amounts.         39 

Agency  Reply:   Concur.   See  page  89. 

14.  Correct  the  above  security  weaknesses.        41 
Agency  Reply;   Concur.   See  page  89. 


15.  Correct  the  above  backup  and  disaster 
weaknesses . 

Agency  Reply;   Concur.   See  page  89. 
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COMMENTS 

The  Department  of  Administration  consists  of  15 
divisions  and  the  following  administratively  attached 
agencies:   the  State  Board  of  Examiners,  the  Montana 
Board  of  Housing,  the  Public  Employees'  Retirement 
Board,  the  State  Tax  Appeal  Board,  the  Teachers'  Retire- 
ment Board,  the  Merit  System  Council,  the  Workers' 
Compensation  Court,  and  the  Board  of  Investments.   A 
description  of  the  primary  functions  of  the  department 
follows: 


Name 
1)  Accounting  Division 


2)  Architecture  &  Engineering 
Division 


3)  Building  Codes  Division 

4)  Communications  Division 

5)  Computer  Services  Division 

6)  General  Services  Division 


Description  of  Duties 

Provides  centralized  accounting 
services  for  the  state 

Oversees  the  planning,  design,  and 
construction  of  state  buildings 
and  structures 

Provides  enforcement  of  the  state 
building  codes 

Installs  and  maintains  radio/micro- 
wave communications  equipment,  man- 
ages the  state  telephone  system 

Provides  central  data  processing 
services  for  the  state,  provides 
records  management  services 

Maintains  state  buildings,  pro- 
vides central  duplicating  and  mail 
services,  manages  surplus  property 


7)  Information  Systems  Division   Provides  consulting  services  for 

electronic  data  processing  applica- 
tions 

8)  Insurance  and  Legal  Division   Manages  state  insurance  program, 

acts  as  department  legal  counsel 


9)  Investment  Divi: 


mages  state  s  investment  program 


10)  Personnel  Division 


11)  Public  Employees'  Retire- 
ment Division 

12)  Purchasing  Division 


13)  Teachers'  Retirement 
Division 

14)  Treasury  Division 


15)  Housing  Division 

16)  State  Board  of  Examiners 


17)  State  Tax  Appeal  Board 

18)  Workers'  Compensation  Court 


Provides   centralized  personnel 
testing  and   screening   services, 
performs  personnel    classification 
and   develops   personnel  policies. 

Manages   Public  Employees'    Retire- 
ment  System 

Provides    centralized   purchasing 
services    for   the    state 

Manages   Teachers'    Retirement   Sys- 
tem 

Acts  as  treasurer  for  state  agen- 
cies  and  boards,    records   all  moneys 
received,    reconciles  bank  state- 
ments,   records   contractors'    pledges 
and  accounts   for  outstanding  bond 
issues   and   their   redemption 

Provides    financial   assistance   to 
help  meet  Montana's   housing  needs 

Approves   architects   and  engineers 
for   construction  projects   costing 
more   than   $25,000,    approves   all 
change   orders,    approves   contracts 
for   construction  projects   costing 
more   than   $10,000,    sells   general 
obligation  bonds    for  the   construc- 
tion of  buildings,    and  examines   un- 
liquidated  claims   against  the   state 

Provides   supervision  to   county  tax 
appeal   boards,    reviews   tax  appeals 

Presides   over  workers'    compensa- 
tion hearings 


The    department    and    its    administratively   attached 
agencies   employed  approximately  440   employees,    expended 
$50,328,000    in   the   performance   of  assigned  duties,    and 
recorded    revenues    of    $60,838,000    during    fiscal    year 
1978-79. 

Presented  below   is   the   department's   organizational 
chart  as  of  July  1979. 
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We  performed  a  financial  compliance  audit  of  the 
Department  of  Administration  for  the  fiscal  year  ended 
June  30,  1979.  This  audit  included  financial  and 
compliance  reviews  of  the  administrative  functions  of 
the  Teachers'  Retirement  Division,  Public  Employees' 
Retirement  Division,  the  State  Tax  Appeals  Board,  and 
other  administratively  attached  agencies. 

The  audit  did  not  include  certain  trust  and  agency 
funds  administered  by  attached  agencies  and  divisions. 
These  funds  are  audited  individually.  Separate  audit 
reports  have  been  issued  for  the  Teachers'  Retirement 
System  Fund,  Public  Employees'  Retirement  System  Fund, 
Treasury  Division  cash  and  bonds.  Investment  funds,  and 
the  Board  of  Housing  mortgage  program  funds. 

We  have  issued  a  separate  report  resulting  from 
our  review  of  the  data  processing  center  and  our  appli- 
cation reviews  of  the  state's  accounting  system,  cen- 
tral payroll  system,  and  warrant  writing  system. 

Our  audit  also  included  an  evaluation  of  the 
department's  compliance  with  applicable  federal  and 
state  laws,  procurement  standards,  regulations  and 
state  policies. 

We  thank  the  director  of  the  department  and  other 
agency  personnel  for  their  cooperation  and  assistance 
during  our  audit. 


ACCOUNTING  FOR  INTERNAL  SERVICE  AND 
ENTERPRISE  OPERATIONS 

Accrual  Basis  of  Accounting 

It  is  not  possible  to  determine  that  the  depart- 
ment's internal  service  and  enterprise  programs  are 
operating  on  a  breakeven  basis.   The  Department  of 
Administration  reports  the  operations  of  internal 
service  and  enterprise  activities  on  the  modified 
accrual  basis  of  accounting,  expensing  equipment,  and 
inventories  for  resale  when  purchased.   This  method  of 
accounting  does  not  show  the  financial  status  of  inter- 
nal service  and  enterprise  activities. 

Internal  service  and  enterprise  operations  are 
those  programs  that  operate  like  commercial  enterprises 
within  the  state  government.  The  programs  are  designed 
to  charge  for  their  services  on  a  breakeven  basis. 
Examples  of  the  18  programs  involved  are  Computer 
Services,  Surplus  Property,  and  Communications. 

The  generally  accepted  basis  to  account  for  inter- 
nal service  and  enterprise  programs  is  the  full  accrual 
basis  with  equipment  depreciated  over  its  useful  life 
and  inventories  for  resale  reported  at  cost  and  ex- 
pensed as  they  are  sold. 

The  appropriation  process  does  not  need  to  be 
changed  to  adopt  this  basis  of  accounting.   Separate 
disbursement  control  accounts  for  equipment  and  inven- 
tory purchases  could  be  used  to  achieve  appropriation 
control,  yet  also  allow  depreciation  and  inventory 


expenses  to  be  recorded.  These  accrual  basis  accounts 
could  be  used  to  report  enterprise  and  internal  service 
financial  position  and  results  of  operations.  Such  an 
accounting  system  would  allow  the  creation  of  financial 
reports  which  would  conform  to  generally  accepted 
accounting  principles. 

Under  the  modified  accrual  basis,  if  a  program  is 
charging  too  much  for  its  services,  the  excess  revenue 
can  be  eliminated  by  purchasing  equipment  or  inventor- 
ies for  resale.   Since  the  accumulated  balances  of 
these  assets  do  not  appear  on  the  department's  account- 
ing records  or  financial  statements,  their  effect  on 
the  results  of  operations  is  not  disclosed.   For  exam- 
ple, for  the  year  ended  June  30  1979,  the  Surplus 
Property  Bureau  incurred  an  operational  deficit  of 
$39,394.   This  was  absorbed  by  expending  prior  years' 
cash  surplus.   During  the  same  period,  the  bureau's 
inventory   of   federal   donated  property  increased 
$50,000.   Although  the  bureau's   financial  reports 
reflect  nearly  a  $4,000  operating  deficit  for  the  year, 
the  bureau  actually  increased  its  assets  and  fund 
balance  by  $10,000  during  the  year.   This  illustrates 
the  inadequacy  of  a  reporting  system  that  does  not 
recognize  inventories  as  an  asset. 

An  example  of  not  expensing  equipment  over  its 
useful  life  occurs  in  the  Communication  Division.  The 
Radio/Microwave  Bureau  was  transferred  from  the  Depart- 
ment of  Highways  to  the  Department  of  Administration 

6 


during  fiscal  year  1976-77.   Because  the  Communications 
Division  did  not  have  the  appropriation  authority  to 
pay  Highways  for  the  equipment  ($50,841),  it  was  not 
recorded  as  an  expenditure.   Since  no  depreciation 
expense  has  been  recorded,  the  radio/microwave  charges 
for  service  have  not  included  the  actual  cost  of  the 
equipment . 

The  Computer  Services  Division  expenses  equipment 
when  purchased.   The  division  does  not  maintain  ade- 
quate depreciation  records  for  its  equipment;  there- 
fore, a  portion  of  the  division's  user  charges  are  not 
eligible  for  federal  reimbursement  when  claimed  as 
costs  by  state  agencies.   Federal  regulations  require 
that  allowable  equipment  costs  be  determined  at  an 
annual  rate  not  to  exceed  six  and  two  thirds  percent  of 
acquisition  cost  when  adequate  depreciating  records  are 
not  maintained. 

The  Computer  Services  Division  charges  user  agen- 
cies fees  to  recover  its  expenses.  The  division  in- 
cludes unallowable  costs  in  the  basis  for  its  billing 
rate;  therefore,  it  has  passed  costs  to  user  agencies 
which  are  not  eligible  for  federal  reimbursement  when 
claimed  by  the  agencies. 

During  fiscal  year  1978-79,  the  Computer  Services 
Division  expensed  $635,000  in  equipment  purchases. 
These  expenditures  were  included  with  operating  ex- 
penses as  the  basis  for  the  division's  billing  rates. 


The  allowable  federal  equipment  utilization  would  have 
been  six  and  two  thirds  percent  of  the  $3,500,000 
equipment  owned  by  the  division  ($233,000).   Conse- 
quently, over  $400,000  of  ineligible  costs  were  passed 
on  to  user  agencies . 

Federal  regulations  allow  costs  recognized  in  the 
form  of  depreciation  if  supported  by  an  accounting 
system  that  reflects  the  utilization  cost  of  the  equip- 
ment.  For  example,  if  the  average  life  of  the  data 
processing  equipment  were  five  years  with  equipment 
inventory  costs  of  $3,500,000,  the  department  could 
include  $700,000  per  year  of  expenses  in  its  rate  base. 
The  portion  of  these  costs  incurred  by  federal  funded 
programs  could  be  recovered  by  agencies  through  federal 
reimbursements . 

Approximately  25  percent  of  Montana's  expenditures 
are  from  federal  and  private  revenue  fund  sources . 
Most  of  these  expenditures  are  reimbursable  if  the 
costs  are  computed  in  accordance  with  the  federal  cost 
eligibility  requirements.  Using  the  current  accounting 
policies,  the  state  may  lose  a  significant  portion  of 
its  computer  operations  costs .  The  loss  may  include  1 ) 
the  federal  program's  portions  of  ineligible  costs  of 
$400,000  annually  and  2)  the  difference  between  the 
amount  of  depreciation  that  might  be  charged  ($700,000) 
and  the  charge  now  included  in  the  rate  base  ($635,000) 
on  an  annual  basis. 


'I'he  U.S.  DepartmeriL  oi  Health,  Education  and 
Welfare  disallowed  $86,517  of  data  processing  user 
charges  in  a  1975  audit  of  the  Montana  Department  of 
Social  and  Rehabilitation  Services.  This  occurred 
because  the  Computer  Services  Division  user  rates 
included  costs  not  allowable  for  federal  reimbursement. 

Until  the  department  adopts  the  full  accrual 
method  of  accounting  for  internal  service  and  enter- 
prise operations,  expensing  inventories  for  resale  when 
used  and  depreciating  equipment  over  its  useful  life, 
state  agencies  will  not  be  able  to  recover  the  full 
amount  of  data  processing  costs  incurred  in  administer- 
ing federal  programs.   In  addition,  it  will  not  be 
possible  to  determine  the  reasonableness  of  the  charges 
for  the  division's  services. 

Internal  Service  Billing  Rates 

We  attempted  to  review  the  various  billing  rates 
charged  by  the  department's  General  Services  Division 
and  Computer  Services  Division  to  determine  if  those 
rates  were  reasonable. 

Because  these  divisions  do  not  operate  on  the 
accrual  basis  of  accounting,  the  costs  of  equipment  and 
inventories  are  not  recorded  as  they  are  used  or  sold. 
Therefore,  we  were  unable  to  determine  whether  the 
various  functions  of  the  General  Services  Division  were 
earning  a  profit  or  losing  money. 


We  did,  however,  analyze  the  changes  in  the  fund 
balance  of  the  division's  service  bureaus.  We  deter- 
mined that  no  unreasonable  fund  balances  or  deficits 
had  accumulated  during  fiscal  year  1978-79. 

Our  review  of  the  Computer  Services  Division 
revealed  that  the  division  has  insufficient  cost  data 
to  support  its  rates  for  specific  data  processing 
services.  Without  such  cost  data  we  could  not,  and  the 
division  cannot,  determine  if  individual  billing  rates 
are  providing  reimbursement  for  the  costs  incurred  in 
providing  specific  services. 

Plant,  Property,  and  Equipment 

The  department  is  responsible  for  implementation 
of  the  state's  Property  Accountability  Management 
System  (PAMS)  by  the  end  of  fiscal  year  1979-80.  PAMS 
is  designed  to  provide  accountability  for  fixed  assets 
by  providing  a  listing  of  fixed  assets  to  compare  to 
items  on  hand,  as  well  as  dollar  values  for  reporting 
purposes . 

The  department's  method  of  recording  fixed  assets 
for  internal  service  enterprise  funds  during  fiscal 
year  1978-79,  and  the  proposed  method  upon  implementa- 
tion of  PAMS,  overstate  expenses  in  the  year  of  pur- 
chase. This  overstatement  is  the  result  of  expensing 
the  total  price  of  the  equipment  when  it  is  purchased. 
The  policy  of  the  department  is  to  allow  the  recording 
of  depreciation  to  be  optional.   When  depreciation 
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expense  is  recorded,  no  adjustment  is  made  to  the 
accounting  entry  made  at  the  time  of  purchase,  thus 
causing  expenses  to  be  recorded  twice. 

The  generally  accepted  method  of  accounting  for 
internal  service  and  enterprise  fixed  assets  is  to 
allocate  the  cost  of  an  asset  over  its  useful  life  in 
the  form  of  depreciation  expense.  This  method  provides 
a  more  accurate  matching  of  expenses  with  those  reve- 
nues produced  with  the  assets  each  year  the  assets  are 
used. 

Using  the  department's  accounting  method,  when  a 
$100,000  equipment  item  is  purchased  with  a  10-year 
useful  life  an  expenditure  of  $100,000  and  depreciation 
of  $10,000  are  recorded  in  the  first  year.  During  each 
of  the  following  nine  years  $10,000  depreciation  ex- 
pense is  recorded.  This  results  in  $200,000  of  expendi- 
tures and  expenses  being  recorded  during  the  life  of 
the  $100,000  assets. 

The  current  method  of  accounting  for  fixed  assets 
also  creates  problems  in  evaluating  the  results  of 
operations  of  internal  service  and  enterprise  opera- 
tions as  discussed  on  page  5. 

RECOMMENDATION  #1 

We  recommend  that  the  department  establish  accrual  account- 
ing  policies   and   procedures    that   will    support  user  billing 
rates    and    allow    meaningful    financial    analysis    of    internal 
service  and  enterprise  operations. 
11 


CONTINGENT  REVOLVING  ACCOUNTS 

The  department,   by  not  adequately  monitoring 
contingent  revolving  accounts,  is  allowing  improper 
disbursements  and  excessive  balances  in  the  revolving 
accounts.   Contingent  revolving  accounts  are  agency 
nontreasury  cash  accounts  designated  for  disbursements 
when  immediate  cash  payment  is  necessary.   The  idle 
balances  in  these  accounts  are  not  available  for  invest- 
ment.  The  department  is  responsible  for  authorizing 
and  monitoring  agency  contingent  revolving  accounts. 
As  part  of  the  monitoring  function  the  department  is 
required  to  establish  specific  rules  to  guide  agencies 
in  managing  the  revolving  accounts .   We  reviewed  the 
rules  established  by  the  department  and  found  several 
problems . 

1.  The  rules  have  not  been  updated  in  10  years. 
The  rules  are  vague,  and  are  applied  incon- 
sistently among  agencies.   Interpretation  of 
the  rules  varied  at  the  four  agencies  we 
examined. 

2.  Contingent  revolving  account  reconciliations, 
which  are  required  to  be  submitted  to  the 
department  monthly  under  current  rules,  are 
not  reviewed  by  department  officials.   Cer- 
tain agencies  have  not  submitted  reconcila- 
tions  for  five  consecutive  months.   As  a 
result,  agencies  maintain  contingent  revolv- 
ing account  balances  in  excess  of  the  amount 
authorized.   In  one  instance  an  account 
authorized  to  be  $110,000  was  found  to  be 
$262,000.   Since  reconciliations  are  not 
reviewed,  the  department  was  unaware  of  this 
situation. 

3.  Claims  submitted  by  agencies  for  reimburse- 
ment are  not  adequately  reviewed  at  the 
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department  to  determine  whether  the  claims 
resulted  from  proper  use  of  the  contingent 
revolving  account. 

Agencies     frequently    process     claims     through    the 
revolving     account    because     they    believe    it    is    more 
expedient    to    write   a   contingency  account  check  than  it 
is    to   process    a   state  warrant.      We   calculated  an  aver- 
age   of    1.5    days    to   produce    a    state   warrant    from   the 
time  the  claim  is  received  by  the  department. 

Figure  1  illustrates  the  amounts  reported  in  the 
state ' s  accounting  records  for  contingent  revolving 
accounts  at  June   30,    1979. 


Figure   1 
Contingent  Revolving  Accounts 

University  of  Montana  $      832,822 

Montana   State   University  833,590 
Montana   College   of  Mineral   and 

Science  Technology  14,293 

Eastern  Montana   College  55,429 

Health  and  Environmental   Sciences  150,000 

Social   and  Rehabilitation  Services  100,000 

Other   state   agencies  164,687 

Total   Contingent  Revolving  Accounts  $2,150,8^ 


NOTE:      Contingent   revolving  accounts   fluctuate  at  various   times   of 
the   year. 


We   reviewed  contingent  revolving   account  claims   at 
four    state    agencies.      Up    to    43    percent    of    checks    we 
selected    randomly,     and    up    to    64    percent    of    selected 
high     dollar     checks     should    not    have    been    processed 
through     the     contingent     revolving     accounts     because 
immediate   payment   was    not   necessary.      The    agencies    we 
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visited  have  been  paying  claims  from  contingent  revolv- 
ing funds  even  when  the  amount  of  the  claims  was  known 
in  advance  and  could  have  been  paid  through  the  state 
warrant  system.   Maintaining  cash  outside  the  state's 
investment  pool  to  pay  such  claims  may  deprive  the 
state  significant  investment  earnings. 

In  one  case  an  agency  wrote  contingent  revolving 
fund  checks  for  airline  tickets  and  accommodations  for 
preplanned  group  travel  approximately  one  month  prior 
to  the  departure  of  the  group. 

We  found  several  other  examples  of  unnecessary 
payments  made  at  one  or  more  of  the  sample  agencies 
tested.   These  payments  included  retirement  contribu- 
tions at  two  agencies  totaling  $256,282,  health  insur- 
ance payments  at  three  agencies  totaling  $263,003, 
taxes  at  two  agencies  totaling  $639,551  and  savings 
bond  payments  at  two  agencies  totaling  $2,963.   These 
and  similar  payments  should  have  been  paid  through  the 
state  warrant  system. 

Sample  agencies  deposited'  unauthorized  receipts 
into  contingent  revolving  accounts.  Two  sample  agen- 
cies deposited  $2,410  of  travel  and  payroll  advance 
receipts;  two  agencies  deposited  $13,264  of  student  and 
other  receipts;  and  one  agency  deposited  $31,078  of 
change  fund  cash  into  its  contingent  revolving  ac- 
counts. These  deposits  are  not  allowable  and  signifi- 
cantly weaken  accounting  controls.   A  Department  of 
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Administration  Management  Memo  limits  contingent  revolv- 
ing fund  deposits  to  state  warrants  issued  specifically 
to  reimburse  the  fund  for  disbursements  paid  in  accor- 
dance with  contingent  revolving  fund  regulations. 

Some  agencies  spend  only  a  portion  of  their  contin- 
gent revolving  fund  balance  each  month.   The  low  turn- 
over in  these  checking  accounts  indicates  that  the 
balances  may  be  reduced.   Agencies  may  request  and 
receive  reimbursement  for  contingent  accounts  as  often 
as  necessary  during  the  month. 

Reducing  the  contingent  revolving  funds  to  the 
minimum  amount  necessary  for  immediate  cash  payments 
would  allow  the  state  to  invest  the  excess  moneys  and 
earn  interest  income  for  the  general  fund.   Using  the 
fiscal  year  1978-79  short-term  interest  rate  of  8.12 
percent,  the  interest  earnings  on  the  entire  $2.1 
million  held  in  contingent  revolving  accounts  would  be 
$170,000.   If  contingent  account  balances  could  be  cut 
in  half,  the  state  could  earn  $85,000  per  year  in 
interest.   Although  contingent  revolving  accounts 
cannot  be  eliminated,  the  accounts  should  be  maintained 
at  the  minimum  necessary  for  immediate  cash  payments. 

RECOMMENDATION  #2 
We  recommend  that  the  department: 

A.   Publish  specific,  updated  guidelines  for  proper  use  of 
contingent  revolving  funds. 
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B.  Review     contingent    revolving    account    reconciliations 
periodically   to  determine  that  the  account  cash  balances 
are  no  greater  than  the  amounts  authorized. 

C.  Monitor   claims   submitted    for   reimbursement   to   assure 
compliance  with  use  guidelines. 

D.  Work  with  agencies  to  reduce  account  balances   to  the 
amount  necessary  for  immediate  cash  payments. 

SURPLUS  PROPERTY  BUREAU 

The  Surplus  Property  Bureau  was  transferred  from 
the  Office  of  the  Superintendent  of  Public  Instruction 
to  the  Department  of  Administration  in  July  1977.   The 
bureau  is  the  state  agency  for  distributing  federal  and 
state  surplus  property  to  eligible  donees.   Eligible 
donees  are  those  state  and  local  agencies  or  t^x  sup- 
ported institutions  which  meet  the  federal  criteria  for 
participation  in  the  surplus  property  program. 
Building 

The  department  has  taken  possession  of  the  old 
surplus  property  warehouse  without  compensating  the 
surplus  property  program  for  its  building. 

In  1958,  the  surplus  property  program  purchased, 
with  proceeds  from  the  sale  of  federal  surplus  prop- 
erty, a  warehouse  building  located  in  Helena. 

In  July  1958,  the  State  Board  of  Examiners  adopted 
a  resolution  concerning  the  purchase  of  the  warehouse 
by  the  Donable  Property  Division  (now  Surplus  Property 
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Bureau).  In  the  resolution  the  board  stated  that  the 
board  would  not  place  any  claims  against  any  moneys 
received  from  the  sale  of  the  warehouse  and  that  any 
funds  derived  from  the  sale  would  not  be  placed  in  the 
general  fund,  but  would  be  distributed  as  provided  in 
section  82-3104,  RCM  (now  18-5-203,  MCA). 

In  an  opinion  issued  in  1958,  the  Attorney  General 
held,   "...  real  property  purchased  with  agency 
(bureau)  funds  that  is  subsequently  vacated  must  be 
sold  and  the  proceeds  placed  to  the  account  of  the 
agency  (bureau)  .  .  .  ." 

During  1978,  the  department  moved  the  bureau  to 
the  old  liquor  warehouse  and  moved  the  Records  Manage- 
ment Bureau  into  the  Surplus  Property  Bureau's  ware- 
house.  At  the  time  of  the  Surplus  Property  Bureau 
move,  the  Department  of  Administration  legal  counsel 
discussed  the  resolution  and  opinion  in  a  letter  re- 
quested by  the  department  director.  He  concluded  that 
the  state  should  enter  into  an  agreement  to  provide  a 
long-term  leasehold  interest  in  the  old  liquor  ware- 
house of  equal  value  to  the  Surplus  Property  warehouse, 
and  that  the  leasehold  arrangement  meet  federal  require- 
ments . 

Instead  of  paying  for  the  surplus  property  build- 
ing in  cash,  the  department  plans  to  reimburse  the 
bureau  for  the  $204,000  value  of  the  building,  as 
determined  by  the  department's  appraiser,  with  free 
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rent  at  the  old  liquor  warehouse.   No  rent  will  be 
charged  until  such  time  as  the  bureau  has  received  the 
value  of  the  building.   Under  this  arrangement  the 
bureau  is  to  pay  actual  maintenance  and  utilities 
expenses . 

Federal  regulations  require  that  rental  charges  be 
based  upon  actual  cost.   Since  the  old  liquor  warehouse 
was  built  in  the  1930 's,  the  cost  of  the  building  was 
likely  not  more  than  $50,000.  Given  a  depreciable  life 
of  50  years,  little  cost  would  remain  to  be  charged  as 
rent.   In  addition,  federal  regulations  require  that 
federal  programs  be  charged  a  rate  similar  to  other 
programs  in  equivalent  facilities. 

Currently  the  old  liquor  warehouse  is  occupied  by 
both  the  Surplus  Property  Bureau  and  the  Reproduction 
and  Distribution  Bureau.   Both  of  these  bureaus  are 
paying  actual  maintenance  and  utilities  expenses. 
Neither  is  being  charged  rent.   Until  the  department 
establishes  a  cost  basis  for  rental  charges  and  enters 
into  a  formal  agreement  with  the  surplus  property 
program,  there  is  no  basis  for  repaying  the  surplus 
property  program  for  its  warehouse.   The  Reproduction 
and  Distribution  Bureau  must  also  be  charged  rent  if 
"free  rent"  is  to  be  the  basis  for  repayment.   Under 
the  department's  current  plan,  the  department  will 
receive  title  to  the  old  surplus  property  building 
without  compensating  the  surplus  property  program. 
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The  department  has  not  entered  into  a  formal 
agreement  with  the  Surplus  Property  Bureau  to  provide  a 
leasehold  interest  of  equal  value  to  the  building  taken 
over  by  Records  Management.   Also,  the  department  has 
not  received  federal  approval  of  this  method  of  disposi- 
tion of  the  Surplus  Property  warehouse. 

The  United  States  General  Services  Administration 
(GSA)  issued  a  report  in  August  1978,  shortly  after  the 
relocation  of  the  surplus  property  program,  which 
expressed  concerns  about  the  move.  That  report  stated 
that  the  old  facility  should  be  sold  through  a  public 
sale  and  the  proceeds  returned  to  the  surplus  property 
program  to  provide  continuing  support  for  the  program. 
The  GSA  report  also  predicted  that  the  increased  main- 
tenance costs  of  the  new  location  ($32,640  per  year) 
compared  to  $4,000  per  year  in  the  previously  occupied 
surplus  property  warehouse  could  lead  to  bankruptcy  of 
the  program  within  three  or  four  years.   The  program 
has  had  difficulty  breaking  even  since  the  move. 

The  department  has  made  approximately  $75,000  in 
improvements  to  the  old  surplus  property  building  since 
July  1,  1978.   Given  their  apparent  intent  to  stay  in 
the  building,  the  department  should  reimburse  the 
Surplus  Property  Bureau  for  the  value  of  the  warehouse. 

RECOMMENDATION  #3 

We   recommend    that   the    department   reimburse    the    Surplus 
Property  Bureau  for  the  value  of  the  surplus  property 
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building    through    a    formal   agreement   which   complies   with 
federal  requirements. 

Operations 

The  operation  of  the  Surplus  Property  Bureau  is 
guided  by  the  bureau's  State  Plan  of  Operations,  which 
is  written  to  conform  to  Federal  Property  Management 
regulations.  As  part  of  the  scope  of  our  testing,  we 
reviewed  the  bureau's  compliance  with  the  State  Plan  of 
Operations . 

Conformance  with  State  Plan 

We  noted  three  areas  where  the  bureau  is  not 
operating  in  conformance  with  the  State  Plan  of  Opera- 
tions . 

The  bureau's  advertising  practices  are  not  in 
conformance  with  the  State  Plan.   According  to  the 
State  Plan  of  Operations,  "The  state  agency  will  con- 
tact and  instruct  all  known  potential  donees  in  the 
state  on  the  procedures  to  follow  to  establish  their 
eligibility  to  participate  in  the  surplus  property 
program."   The  policy  of  the  bureau  is  to  delete  from 
their  mailing  list  those  agencies  which  do  not  complete 
the  application  for  eligibility  when  the  files  are 
updated.   Those  potential  donees  which  might  be  able  to 
benefit  from  the  program,  but  which  are  no  longer  on 
the  mailing  list,  do  not  have  sufficient  information  or 
opportunity  to  apply  for  eligibility.   The  bureau 
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should  periodically  contact  each  potential  donee  to 
inform  them  of  the  types  of  surplus  items  available  and 
the  procedures  for  applying  for  eligibility. 

The  bureau  has  not  arranged  for  or  participated  in 
any  meetings  to  disseminate  information  on  the  program, 
as  required  by  the  State  Plan. 

According  to  the  State  Plan  of  Operations,  the 
bureau  should  perform  a  utilization  review  of  how  each 
item  with  a  new  acquisition  cost  in  excess  of  $3,000  is 
being  used  by  the  donee.  During  our  audit  period  the 
bureau  failed  to  perform  follow-up  reviews  on  5  of  25 
qualifying  items. 

RECOMMENDATION  #4 

We  recommend  that  the  department: 

A.  Periodically     contact    all     potential     surplus     property 
donees  to  inform  them  of  the  benefits  of  the  program. 

B.  Arrange  for  and  participate  in  meetings  to  disseminate 
information  on  the  surplus  property  program. 

C.  Review  utilization  of  items  with  a  new  acquisition  cost 
of  $3,000  or  more  on  a  timely  basis. 

Quality  of  Surplus  Merchandise 

There  are  numerous  items  in  inventory  that  are  of 
no  apparent  value.  This  situation  resulted  from  a  lack 
of  supervision  in  screening  federal  surplus  property. 
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The  responsibility  for  screening  the  items  that 
are  available  from  the  federal  government  as  surplus 
rested  with  the  Surplus  Property  Bureau's  truck  drivers 
during  fiscal  year  1978-79.   The  drivers  selected  the 
items  they  thought  were  wanted  and  initiated  requisi- 
tions for  those  items.   Because  there  was  little  review 
of  these  requisitions,  items  were  delivered  to  the 
Surplus  Property  Bureau  which  are  seldom  used  by  donees 
or  are  in  poor  condition.   Warehousing  these  unwanted 
items  is  an  inefficient  use  of  the  bureau's  physical 
and  personnel  resources . 

RECOMMENDATION  #5 

We  recommend  that  the  department  implement  review  proce- 
dures to  ensure  that  only  salable  items  are  warehoused. 

SELF- INSURANCE 

On  July  1,  1977,  the  department  began  self-insur- 
ing for  state  comprehensive  general  liability  in  an 
attempt  to  reduce  state  insurance  costs.   The  self- 
insurance  program  borrowed  $2.5  million  from  the  Sink- 
ing Fund  as  an  initial  reserve.   In  the  two  years 
since  the  inception  of  the  self-insurance  program,  the 
department  has  increased  its  premium  charges  to  state 
agencies  by  50  percent.   This  has  resulted  in  a  $2.3 
million  increase  to  the  reserve  which  at  June  30,  1979 
equalled  $4.8  million.   The  division  estimates  it  will 
need  a  $15  million  reserve.  The  division's  basis  for 
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the  premiums  charged  is  past  charges  plus  an  estimated 
inflation  factor.  The  department  has  no  basis  for  the 
$16  million  reserve  goal.  Division  officials  stated 
that  the  division  does  not  yet  have  enough  information 
to  accurately  determine  a  rate  or  reserve. 

We  consulted  an  actuary  who  stated  that  it  is  pos- 
sible to  actuarially  estimate  what  the  premiums  and 
reserve  should  be,  based  on  commercial  insurance  and 
the  historical  experience  of  the  state.   The  yearly 
premiums  should  match  the  expected  claims  each  year 
plus  a  sufficient  surplus  to  build  a  reserve.   The 
reserve  amount  should  be  based  on  actuarially  projected 
catastrophy  losses.   It  should  be  built  up  gradually, 
not  in  one  generation,  so  that  agencies  are  not  being 
charged  excessive  costs  in  a  short  period  of  time. 

The  self-insurance  premiums  paid  by  state  agencies 
for  fiscal  years  1977-78  and  1978-79  were  approximately 
$1  million  and  $1.3  million,  respectively.   The  total 
claim  costs  paid  by  the  division  in  fiscal  years  1977- 
78  and  1978-79  were  $36,037  and  $31,612,  respectively. 
Although  the  premiums  paid  exceed  the  expenditures  made 
during  these  years  by  $2.3  million,  the  actual  costs  of 
the  self-insurance  program  for  fiscal  years  1977-78  and 
1978-79  cannot  be  determined  until  all  claims  and 
lawsuits  are  filed  and  settled  for  occurrences  which 
happened  during  the  two  years.   Department  officials 
stated  that  final  settlement  of  claims  and  actual 
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payment  can  occur  more  than  five  years  after  the  year 
for  which  a  claim  is  filed. 

The  department  currently  estimates  losses  and 
reserves  a  portion  of  the  self-insurance  fund  to  cover 
the  estimates  of  losses  for  known  occurrences  or  claims 
which  have  been  filed.   According  to  the  department's 
attorney,  more  than  250  claims  have  been  filed  and 
approximately  30  law  suits  are  pending  relating  to 
1977-78  and  1978-79  occurrences. 

The  $2.3  million  premiums  in  excess  of  disburse- 
ments and  the  50  percent  increase  in  premiums  since  the 
start  of  the  self-insurance  program  indicate  that 
premiums  may  be  excessive.   An  actuarial  analysis  of 
the  self-insurance  program  would  provide  the  best 
estimates  of  both  the  necessary  reserves  and  premiums 
required  to  self-insure  the  state  on  a  sound  basis. 

RECOMMENDATION  #6 

We    recommend    that    the    department    develop   a    system   of 
charging  state  agencies  based  on  past  and  expected  future 
costs   of   the   self -insurance   program,   as  determined  by  an 
actuary . 

Sinking  Fund  Loan 

In  1977,  the  Forty-Fifth  Legislature  authorized 
the  department  to  loan  the  self-insurance  program 
$2,500,000  from  the  bond  sinking  fund.   The  statutes 
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are  silent  about  interest  rates  or  repayment  of  the 
loan. 

Because  excess  sinking  fund  moneys  are  transferred 
to  the  general  fund,  the  general  fund  balance  will 
increase  by  the  amount  of  the  loan  when  it  is  repaid. 
In  addition,  the  general  fund  effectively  loses  the 
interest  earned  on  the  amount  of  the  loan  until  it  is 
repaid.   The  department  should  consider  the  effect  of 
the  sinking  fund  loan  on  the  "Montana  Property  and 
Income  Tax  Relief  Act,"  which  sets  tax  exemption  levels 
based  upon  the  general  fund  balance.   This  should  be 
considered  in  conjunction  with  the  need  to  maintain  and 
build  the  necessary  reserve  to  operate  the  self- 
insurance  program  on  a  sound  financial  basis.   There- 
fore, the  department  should  determine  the  necessary 
self-insurance  reserve  and  establish  a  plan  to  repay 
the  loan  when  it  is  no  longer  required  by  the  self- 
insurance  program. 

The  $2.5  million  is  invested  by  the  Board  of 
Investments  and  all  interest  income  is  deposited  in  the 
self  insurance  account.   We  estimated  that  if  the  loan 
remains  invested  for  10  years  at  8  percent  interest, 
(the  fiscal  year  1978-79  short-term  investment  pool 
yield  rate  was  8.12  percent)  the  self-insurance  fund 
will  earn,  and  the  general  fund  will  forego,  $2.9 
million  in  interest  income. 
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The  department  has  deposited  the  loan  into  the 
agency  fund  rather  than  the  self -insurance  revolving 
fund  from  which  the  fund  operates.   Maintaining  the 
loan  in  the  agency  fund  allows  the  department  to  col- 
lect the  interest  income  from  investments.   This  would 
not  be  possible  if  the  loan  were  appropriately  ac- 
counted for  in  the  revolving  fund. 

Agency  fund  moneys  are  those  moneys  held  and 
disbursed  by  the  state  as  a  custodian  or  agent.  Be- 
cause the  department  is  holding  state  moneys  as  a 
principal,  not  as  a  custodian  or  an  agent,  the  depart- 
ment should  account  for  self- insurance  moneys  in  the 
revolving  fund,  not  the  agency  fund.  In  addition, 
because  the  self-insurance  program  is  an  internal 
service/enterprise  operation  the  department  should 
account  for  its  operations  in  the  state's  revolving 
fund. 

We  find  no  specific  provision  in  the  law  that 
allows  separate  investment  of  the  sinking  fund  loan  of 
$2,500,000. 

RECOMMENDATION  #7 

We  recommend  that  the  department: 

A.  Establish  a  plan  to  repay  the  loan  when  it  is  no  longer 
required  by  the  self-insurance  program. 

B.  Deposit    all    self-insurance    moneys    in    the    revolving 
fund. 
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f;.   Seek  loqislation  which  would  allow  seprirale  investment 

of  self-insurance  moneys. 

Approval  of  Out-of-Court  Settlement  of 
Insurance  Claims 

District  judges  are  required  by  statute  to  approve 

payment  of  claims  against  the  self-insurance  program. 

Currently,  there  are  no  procedures  requiring  a  district 

judge  to  hold  a  hearing  to  verify  that  payment  is 

proper.   A  district  judge  may  require  a  claimant  to 

appear  in  court  to  "show  cause"  prior  to  approving  a 

claim.   "Show  cause"  hearings  are  not  mandatory  and 

none  were  held  during  our  audit  period.   Such  hearings 

would  help  ensure  that  payments  from  the  self-insurance 

account  are  reasonable  and  are  going  to  bona  fide 

claimants . 

RECOMMENDATION  #8 

We  recommend  that  the  department  establish  definitive  guide- 
lines  for    "show   cause"    hearings,    with   district   court   ap- 
proval, for  settlement  of  self-insurance  claims. 

SECURITIES    HELD    IN   TRUST 

The    Purchasing    Division    frequently    requires    bid 
deposits     from    suppliers     for    10    percent    of    the    bid 
amount.      Throughout   fiscal   year   1978-79,    the  Purchasing 
Division   held    approximately    $165,000    of   bid    deposits, 
excluding    bid    bonds.      This    amount    included    certified 
checks,    cashiers  checks,   money  orders,    and  bank  drafts. 
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Each  purchasing  agent  is  responsible  for  the  bid 
deposits  on  his  assigned  bids.  Each  agent  maintains  a 
log  of  bid  deposits  received,  but  no  one  performs  a 
reconciliation  of  the  amounts  on  hand  and  the  amounts 
recorded  in  the  log. 

Statutes  governing  construction  contracts  allow 
cashiers  checks,  money  orders,  and  bank  drafts  as  bid 
securities;  however,  the  statutes  governing  procurement 
procedures,  under  which  the  Purchasing  Division  must 
operate,  do  not  allow  the  acceptance  of  these  items  as 
bid  deposits.  Section  18-4-212,  MCA,  allows  the  depart- 
ment to  accept  bid  securities  or  bid  bonds  only  in  the 
form  of  a  certified  check  or  a  bid  bond.   These  incon- 
sistent requirements  reduce  the  flexibility  of  the 
Purchasing  Division  to  manage  bid  securities.   The 
requirements  are  also  confusing  to  contractors  who  must 
provide  securities  in  two  different  methods  for  state 
bids. 

RECOMMENDATION  »9 

We  recommend  that  the  department: 

A.  Seek  legislation  which  would  allow  general  procurement 
bid  securities  consistent  with  those  allowed  for  construc- 
tion contracts. 

B.  Periodically  reconcile  bid  deposits  with  the  bid  deposit 
records. 


MONTANA  FINANCIAL  REPORT 

Montana  law  charges  the  department  with  the  respon- 
sibility for  (1)  establishing  financial  controls,  (2) 
installing  a  uniform  accounting  and  reporting  system, 
(3)  providing  all  financial  information  and  data  re- 
quested by  the  legislature  and  (4)  making  available  the 
annual  financial  report  for  individuals  and  organiza- 
tions interested  in  the  financial  affairs  of  the  state 
of  Montana.   Each  year  the  Montana  Financial  Report 
(MFR)  combines  all  of  the  revenue  collection,  bill 
paying  and  accounting  activity  of  the  state  as  recorded 
in  the  state's  accounting  system. 

As  support  for  the  publication  of  this  document, 

the  "Governmental  Accounting,  Auditing,  and  Financial 

Reporting  Principles"  states: 

"At  the  end  of  each  fiscal  year,  every  govern- 
mental unit  should  prepare  and  publish  a 
comprehensive  financial  report  covering  all 
funds  and  financial  transactions  of  the  unit 
during  the  year.   This  report  represents  the 
culmination  of  all   accounting  processes 
carried  out  during  the  year  and  is  one  of  the 
prime  documents  in  the  entire  life  and  total 
operations  of  any  government.   It  is  a  major 
responsibility  of  the  chief  finance  officer, 
who  should  make  every  effort,  to  ensure  that 
the  report  reflects  generally  accepted  prin- 
ciples of  accounting  and  financial  reporting 
applicable  to  governmental  entities." 

To  accomplish  the  department's  mandates,   the 
Montana  Financial  Report  must  be  both  meaningful  in  its 
presentation  and  timely  in  its  publication. 

First,  to  be  meaningful,  it  must  present  informa- 
tion recognizable  and  comparable  in  its  content  and 
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format.   Accounting  principles  have  been  established  to 
aid  governmental  units  in  preparing  meaningful  finan- 
cial reports.   The  Montana  Financial  Report  does  not 
present  all  the  information  needed  to  comply  with 
generally  accepted  accounting  principles  (GAAP).   These 
principles  are  uniform  minimum  standards  for  financial 
accounting  and  reporting.   Adherence  to  GAAP  is  essen- 
tial to  assuring  a  reasonable  degree  of  comparability 
among  financial  reports  of  governmental  units.  Use  of 
GAAP  also  assures  fair  presentation  of  financial  posi- 
tion and  financial  operations.  The  department  prepares 
the  Montana  Financial  Report  to  provide  comprehensive 
financial  information  about  state  government  opera- 
tions. 

We  reviewed  the  Montana  Financial  Report'  for 
fiscal  year  1978-79  to  determine  that  all  necessary 
disclosures  of  information  were  included.  We  noted  the 
following  deficiencies  when  compared  to  disclosure 
requirements : 

1.  The  state's  fund  structure  should  be  reorgan- 
ized to  meet  governmental  reporting  stan- 
dards .   The  fund  names  would  then  be  recog- 
nizable and  comparable  to  other  governmental 
entities.   This  will  require  a  change  in  the 
existing  law. 

2.  Revenue  estimates  are  not  presented,  so  a 
comparison  between  estimated  and   actual 
revenue  is  not  disclosed.   The  disclosure  of 
the  difference  between  estimated  and  actual 
revenue  would  give  readers  needed  information 
regarding  the  management  of  the  state's 
budgets . 
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statements  of  Changes  in  Financial  Position 
for  enterprise  and  internal  service  funds  are 
not  presented.  These  funds  should  be  oper- 
ated like  commercial  enterprises.  The  inclu- 
sion of  a  Statement  of  Changes  in  Financial 
Position,  including  depreciation,  is  required 
to  present  fairly  the  results  of  operations 
of  internal  service  and  enterprise  funds. 

The  report  reflects  misstatements  created  by 
recording  cash  transactions  after  year-end, 
as  discussed  on  page  33. 

The  report  presents  some  items  as  accruals 
which  are  not  truly  liabilities  of  the  state. 
The  accounting  system  should  show  these  as 
encumbrances.   For  example,  state  accounting 
policies  allow  accruing  purchase  orders  and 
service  contracts  at  year-end  as  liabilities, 
recognizing  the  expense.   This  does  not 
comply  with  General  Accepted  Accounting 
Principles  (GAAP).   The  department  reported 
as  accruals,  service  contracts  which  over- 
stated liabilities  and  expenditures  by  at 
least  $98,000  at  year-end.   The  accounting 
system  should  provide  a  method  of  reporting 
encumbrances  and  the  offsetting  reserve  to 
allow  them  to  be  carried  forward  to  the 
following  year. 

For  our  audit  year,  the  accounting  system  did 
not  report  fixed  assets.   The  state  is  cur- 
rently implementing  a  property  management 
system.   To  comply  with  GAAP,  this  system 
will  need  to  be  upgraded  to  allow  the  recog- 
nition of  depreciation  of  the  asset  as  an 
expense  rather  than  requiring  expense  recog- 
nition at  the  time  of  purchase. 

Notes  to  the  financial  statements  and  supple- 
mentary schedules  need  to  include  additional 
information  about  (a)  long  term  debt,  (b) 
actuarial  requirements,  (c)  investments,  (d) 
retirement  plan  unfunded  liability,  (e)  basis 
of  accounting  for  proprietary,  internal 
service  and  university  funds,  (f)  compliance 
with  legal  and  contract  requirements,  and  (g) 
detailed  information  on  accounts  receivable. 

The  system  needs  the  capability  to  properly 
account  for  construction  in  progress.   The 
Architecture  and  Engineering  Division  failed 
to  accrue  construction  progress  payments  of 
approximately  $1,195,027  at  June  30,  1978  and 
$538,117  at  June  30,  1979.   This  overstated 
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construction  expenditures  by  $656,910  for 
fiscal  year  1978-79. 

9.    In  several  instances,  state  accounting  system 
account  titles  do  not  provide  an  adequate 
description  of  the  financial  activity  or 
balance  associated  with  the  title.   For 
example,  the  revenue  account  classification 
"reimbursements"  does  not  accurately  describe 
the  revenues  included  in  this  category.  The 
revenues  categorized  as  reimbursements  often 
are  service  fees. 

In  addition  to  the  GAAP  requirements,  the  Montana 
Financial  Report  should  also  address  the  needs  of  one 
of  its  primary  readers,  the  Legislature.  The  report  is 
lacking  a  comparison  of  the  original  budget  with  the 
final  budget  to  disclose  the  activity  in  the  budget 
amendment  process. 

Second,  the  report  must  be  prepared  on  a  timely 
basis.   The  preparation  of  timely  financial  statements 
would  mean  within  60  to  90  days  of  year-end.   The 
fiscal  year  1978-79  Montana  Financial  Report  was  dis- 
tributed in  November  1979,  more  than  140  days  after 
year-end.   As  a  result  of  the  delay,  users  needing 
timely  year-end  reports  must  prepare  them  from  the 
state's  accounting  records. 

Preparation  of  financial  statements  from  a  sophis- 
ticated accounting  system  such  as  Montana's  is  a  natur- 
al application  of  the  computer.  It  requires  mechanical 
calculations  and  report  formating.  As  the  central 
accounting  agency,  the  department  is  the  logical  entity 
to  prepare  these  annual  reports  both  for  the  state  as  a 
single  entity  and  for  each  agency  or  department. 
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RECOMMENDATION  #10 

We  recommend  that  the  department  prepare  the  Montana 
Financial  Report  in  accordance  with  generally  accepted  ac- 
counting principles  on  a  timely  basis. 

YEAR-END  CASH  BALANCE 

The  cash  balances  reported  on  the  state's  account- 
ing records  at  June  30,  1979,  do  not  reflect  the  actual 
cash  balances  at  June  30,  1979.  The  depart^nent  leaves 
the  state's  books  open  for  approximately  three  weeks 
after  year-end.   The  department  adjusts  some  of  the 
cash  transactions  that  occur  during  the  three  weeks 
after  year-end,  but  not  all  of  them.   These  adjustments 
are  made  to  restate  the  June  30  fiscal  year-end  cash 
balance  and  appropriately  reflect  the  liabilities. 
However,  because  the  adjustments  do  not  include  restate- 
ment for  all  cash  transactions,  certain  state  agencies' 
balance  sheets  are  materially  misstated.  The  following 
table  shows  the  effects  of  not  restating  all  cash  on 
the  department's  financial  reports. 
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1)  General 

Fund 

2)  Bonds 
Proceeds 

and 

Insurance 

Clearance 

Fund 

3)  Revolving 

Fund 

4)  Agency 

Fund 


EFFECT  ON  BALANCE  SHEET 
OF  NOT  RESTATING  ALL  NO-WARRANT  TRANSFERS 


Cash 
(Understated) 
Overstated 


Accounts 

Payable 

(Understated) 

Overstated 


(135,888)     (.38)   (135,888)    (26.57) 


(20,686)    (7.02)    (20,686)    (96.77) 


712,150    25.25 


126,748    28.49 


Accounts 
Receivable 
(Understated) 
Overstated 


(712,150) 
(126,748) 


(69.53) 
(100.00) 


Department  personnel  believe  that  cash  is  made 
materially  accurate  by  restating  only  transfer  warrant 
claims  and  payroll  no-warrant  transfers.   Cash  in  the 
general  fund  is  fairly  stated,  but  cash  in  the  other 
funds  is  not  fairly  presented.  Accounts  receivable  and 
payable  are  also  materially  misstated.   The  department 
should  determine  the  effect  of  restating  all  interim 
period  transactions  affecting  cash  and  ensure  that  cash 
balances  reported  as  of  June  30  are  reasonable. 

RECOMMENDATION  #11 

We  recommend  that  the  department  determine  the  effect  of 
restating  all  interim  period  transactions  affecting  cash  and 
ensure  that  cash  balances  are  reasonably  stated. 
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DEFERRED  COMPENSATION 

The  deferred  compensation  plan  allows  state  em- 
ployees to  defer  taxes  on  a  portion  of  their  salaries 
until  they  terminate  employment  or  retire  from  state 
employment.  Employee  contributions  to  the  plan  are 
managed  and  invested  by  third  party  carriers  in  sav- 
ings, life  insurance,  and/or  annuities. 

The  department  is  responsible  for  the  administra- 
tion of  the  state's  deferred  compensation  program.   The 
department  collects  employee  contributions  for  em- 
ployees who  participate  in  the  program.   The  department 
then  deposits  the  contributions  with  the  third  party 
carriers  who  maintain  custody  of  the  contributions  and 
manage  the  investment  of  the  deferred  compensation 
funds . 

The  department  does  not  have  adequate  accounting 
or  controls  to  ensure  that  employee  contributions  are 
fairly  presented  on  the  state's  official  accounting 
records.  Due  to  this,  the  state's  accounting  records 
do  not  reconcile  to  carriers'  reported  balances. 

The  department  does  not  confirm  contributions  with 
the  carriers,  and  contributions  and  income  are  not 
accounted  for  separately  in  the  state's  records. 
Therefore,  the  department  has  no  assurance  that  all 
contributions  are  correctly  credited  to  participants' 
accounts . 
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The  department  adjusts  the  state's  deferred  compen- 
sation control  accounts  to  reflect  amounts  reported  by 
the  carriers.   Adjustments  are  made  without  supporting 
documentation.   The  reports  received  from  the  carriers 
show  one  balance  and  do  not  reflect  the  changes  in 
deferred  compensation  contributions  held  (i.e.,  Begin- 
ning Balance  +  Investments  -  Withdrawals  +  Earnings  = 
Ending  Balance).   The  department's  accountant  stated 
the  adjustment  to  the  state's  records  was  to  reflect 
these  changes . 

We  also  noted  that  contributions  for  life  insur- 
ance to  two  carriers  were  not  recorded  in  the  state's 
records. 

RECOMMENDATION  #12 

We  recommend  that  the  department: 

A.  Account  for  contributions  and  earnings  separately. 

B.  Periodically   reconcile   the   state's  accounting  records  to 
carrier  reported  amounts. 

C.  Record  all   deferred   compensation   plan   contributions  in 
the  state's  accounts. 

OBJECTIVE   OF    INTERNAL   CONTROL   REVIEW 

As  part  of  our  examination,    we   reviewed  and  tested 
the    department's    system   of  internal   accounting  control 
to    establish    a  basis    for  reliance   thereon  in  determin- 
ing   the    nature,    timing,    and    extent    of   other    auditing 
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procedures  necessary  for  expressing  an  opinion  on  the 
financial  statements,  and  to  assist  in  planning  and 
performing  our  examination  of  the  financial  statements. 

The  objective  of  internal  accounting  control  is  to 
provide  reasonable,  but  not  absolute,  assurance  as  to 
the  safeguarding  of  assets  against  loss  from  unautho- 
rized use  or  disposition,  and  the  reliability  of  finan- 
cial records  for  preparing  financial  statements  and 
maintaining  accountability  for  assets.   The  concept  of 
reasonable  assurance  recognizes  that  the  cost  of  a 
system  of  internal  accounting  control  should  not  exceed 
the  benefits  derived  and  also  recognizes  that  the 
evaluation  of  these  factors  necessarily  requires  esti- 
mates and  judgments  by  management. 

Our  study  and  evaluation  of  the  department's 
system  of  internal  accounting  control  for  fiscal  year 
1978-79  would  not  necessarily  disclose  all  weaknesses 
in  the  system  because  it  was  based  upon  selective  tests 
of  accounting  records  and  related  data.   However,  our 
study  and  evaluation  disclosed  one  condition  that  we 
believe  to  be  a  material  weakness  in  the  internal 
accounting  controls  established  by  the  department  and 
the  department's  compliance  with  those  controls.   We 
discuss  this  weakness  relating  to  input  changes  in  the 
following  section. 
DOCUMENTATION  OF  INPUT  CHANGES 

We  noted  an  instance  where  a  department  official 
verbally  authorized  a  significant  dollar  change  on  a 
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transaction  being  processed  by  the  accounting  division, 
and  the  division  made  the  change  without  documenting 
the  approval  on  the  division's  records.  All  accounting 
division  changes  made  to  SBAS  input  documents  should  be 
documented  showing  the  reason  and  the  authority  for  the 
change . 

Personnel  in  the  accounting  division  stated  that 
it  was  the  input  department's  responsibility  to  docu- 
ment any  changes  on  their  copies  of  the  documents  since 
the  agencies  maintain  the  official  records.  Due  to  the 
number  of  changes  made  for  state  agencies,  division 
personnel  stated  that  it  is  not  feasible  for  the  ac- 
counting division  to  reflect  changes  on  their  copies. 

The  documents  received  by  the  accounting  division 
are  used  to  input  information  in  the  state ' s  accounting 
system.  The  division  should  require  written  documenta- 
tion on  the  source  documents  for  each  entry.  Document- 
ing changes  would  provide  an  audit  trail  and  would 
reduce  the  possibility  of  unauthorized  changes  on  the 
accounting  records.   Such  documentation  is  critical 
when  changes  are  made  to  dollar  amounts  of  transac- 
tions. 

The  state's  accounting  system  is  dependent  upon  a 
structured  system  of  formal  documentation  and  approval 
of  transactions  in  order  to  provide  reliable  financial 
information.  When  changes  are  not  adequately  docu- 
mented, the  reliability  of  the  information  is  threat- 
ened. 
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RECOMMENDATION   #13 

We  recommend  that  the  department  document  the  authori- 
zation for  changes  on  accounting  input  documents,  especially 
for  changes  in  dollar  amounts. 

COMPUTER  SERVICES  DIVISION 

The  Computer  Services  Division  (CSD)  manages  a 
centralized  computer  services  facility,  with  a  wide 
range  of  services  available  to  state  agencies.  All  of 
the  state  agencies'  computer  applications  are  processed 
through  CSD,  including  the  statewide  budgeting  and 
accounting  system,  central  payroll,  fish  and  game 
licensing  and  drawing,  and  over  500  other  major  and 
minor  applications.   We  examined  the  internal  controls 
over  application  processing  for  fiscal  year  1978-79. 
Security  Problems 

We  noted  several  security  problems  in  our  review. 
Protection  of  an  application  is  provided  by  limiting 
access  to  the  data.  Passwords  and  identifications  of 
personnel  both  limit  access.  We  determined  that  each 
of  these  controls  was  compromised  in  CSD. 

Passwords  to  some  applications  were  kept  in  an 
unlocked  desk  drawer  and  data  set  names  were  discarded 
in  the  hallways.   With  this  information  a  person  can 
copy  and  read  all  confidential  information  on  a  data 
processing  file  in  state  agencies.   As  an  example  of 
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this  weakness,  auditors  accessed  and  copied  a  "dummy" 
Department  of  Revenue  file. 

Persons  may  enter  the  center  through  the  use  of  a 
color  coded  identification  card  or  key.   A  control  list 
is  maintained  identifying  who  has  cards  and  keys.   We 
examined  this  list  and  found  personnel  having  ID  cards 
without  letters  of  authorization,  personnel  who  had 
keys  but  who  were  not  on  the  list,  personnel  no  longer 
employed  who  still  had  ID  cards,  and  persons  with  ID 
cards  who  were  not  on  the  list.  The  responsibility  for 
maintaining  the  list  was  not  fixed  with  any  one  person 
within  the  division. 

Processed  information  is  stored  on  magnetic  tapes. 
Control  of  these  tapes  is  through  a  checkout  form.   The 
procedures  followed  in  filling  out  these  forms  did  not 
ensure  that  only  authorized  persons  were  able  to  obtain 
tapes . 

Output  from  the  computer  is  placed  in  an  unlocked 
counter  in  CSD.  During  the  off  hours,  persons  entering 
this  area  can  pick  up  anyone's  output. 

Security  violations  to  the  system  are  monitored  on 
a  console  within  the  division.  Division  personnel 
assume  that  these  violations  are  caused  by  human  errors 
and  are  not,  in  fact,  illegal  attempts  to  secure  confi- 
dential data.  Due  to  this  assumption,  agencies  are  not 
notified  of  these  security  violations. 
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RECOMMENDATION  #14 

We  recommend  that  the  department  correct  the  above  security 

weaknesses. 

Backup  and  Disaster  Plan 

If  the  central  data  processing  center  for  the 
state  of  Montana  were  destroyed  by  a  disaster  or  mal- 
icious action,  all  computer  processing  would  cease. 
This  would   paralyze  many  state  functions  until  an 
alternate  center  could  be  established.  As  mentioned  in 
previous  audits,  there  are  no  formal  plans  established 
for  what  the  state  would  do  in  case  of  a  permanent 
shutdown.  Such  plans  should  be  formalized  and  written. 

To  provide  recovery  of  applications  and  the  sys- 
tem, copies  of  essential  documentation  and  tapes  should 
be  stored  in  a  vault  away  from  the  center.   Two  such 
vaults  are  maintained  by  the  division.   We  examined 
these  vaults  and  their  contents  and  found:   1)  the 
vaults  are  not  secure  or  fireproof,  2)  necessary  system 
documentation  was  not  kept  in  either  vault,  and  3)  the 
inventory  of  applications  backed  up  in  the  vault  was 
not  accurate.   The  division  currently  is  constructing  a 
suitable  vault. 

RECOMMENDATION  #15 

We  recommend  that  the  department  correct  the  above  backup 

and  disaster  weaknesses. 
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SUMMARY  OF   PRIOR  AUDIT   RECOMMENDATIONS 

The    following    summary    outlines   the   disposition  of 
our   1976   audit  recommendations  which  are   still   applica- 
ble   to    current    department    and    attached   agency   opera- 
tions : 


Department   of 
Administration 


Recommendations 
Implemented 


72 


Recommendations 

Not  Implemented 

but  with  which 

Agency  Agreed 


Recommendations 

Not 

Implemented 

with  which 

Agency  Disagreed 


State  Tax  Appeals 
Board 

Public  Employees' 
Retirement  Division 

Teachers'  Retirement 
Division 
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AUDITOR'S  REPORT  AND  FINANCIAL  STATEMENTS 


STATE  OF  MONTANA 


®fftce  of  \[\t  ^egtslattlic  JVuhttor 


STATE  CAPITOL 

HELENA.  MONTANA  59601 

406/449-3122 


ELLEN  FEAVER,  C  P  A 

DEPUTY    LEGISLATIVE    AUDITOR 

JOHN  W   NORTHEY 
MORRIS  L   BRUSETT.  C  P  A.  staff  legal  counsel 

LEGISLATIVE    AUDITOR 


To  the  Legislative  Audit  Committee 
of  the  Montana  State  Legislature: 

We  have  examined  the  balance  sheets  of  the  Department  of  Administra- 
tion and  administratively  attached  agencies  as  of  June  30,  1979, 
and  the  related  statements  of  operation  listed  in  the  Table  of 
Contents  for  the  year  then  ended.   Our  examination  was  made  in 
accordance  with  generally  accepted  auditing  standards  except  as  de- 
scribed in  paragraphs  two  and  three  and,  accordingly,  included  such 
tests  of  the  accounting  records  and  such  other  auditing  procedures 
as  we  considered  necessary  in  the  circumstances. 

The  Treasury  Division,  Board  of  Housing,  Teachers'  Retirement 
Board,  Public  Employees'  Retirement  Board,  and  Board  of  Investments 
administer  the  treasurer's  cash  accountability  account,  housing 
trust  fund,  teachers'  retirement  trust  funds,  public  employees' 
retirement  trust  funds,  and  investment  funds,  respectively.  These 
accounts  and  funds  are  excluded  from  these  financial  statements. 
Except  for  these  accounts  and  funds,  the  department's  financial 
statements  present  the  financial  position  and  results  of  operations 
for  the  administration  of  administratively  attached  divisions  and 
boards. 

The  Long  Range  Building  Program  and  the  General  Warrant  Revolving 
Account  are  presented  separately  as  explained  in  Note  6. 

The  Department  of  Administration  has  not  maintained  a  record  of  its 
general  fixed  assets,  and  accordingly,  a  statement  of  general  fixed 
assets,  required  by  generally  accepted  accounting  principles,  is 
not  presented. 

Revolving/Enterprise  and  Internal  Service  Funds  are  presented  on 
the  modified  accrual  basis  of  accounting  as  described  in  Note  IB. 
This  basis  differs  from  generally  accepted  accounting  principles 
required  for  proprietary  funds.   Equipment  is  expensed  when  pur- 
chased and  no  depreciation  is  recorded.   The  amounts  by  which  the 
financial  statements  would  change  if  these  items  were  accounted  for 
on  the  accrual  basis,  while  material,  can  not  be  determined. 
Accordingly,  a  Statement  of  Changes  in  Financial  Position  cannot  be 
prepared  as  required  by  generally  accepted  accounting  principles 
and  is  not  included  in  the  financial  report. 
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At  June  30,  1978,  the  Long  Range  Building  Program  did  not  accrue 
progress  payments  of  $1,195,027.  At  June  30,  1979,  progress  pay- 
ments of  $538,117  were  not  accrued.  The  failure  to  accrue  these 
payments  caused  overstatements  of  expenditures  and  withdrawals  of 
$257,916,  $269,023,  and  $143,171  for  fiscal  year  1978-79  in  the 
Federal  and  Private  Revenue  Fund,  Bond  Proceeds  and  Insurance 
Clearance  Fund,  and  the  Revolving/Internal  Service  Fund,  respec- 
tively. Accrued  Support  Expenditures  are  understated  by  $440,625 
and  $84,292  in  the  Bond  Proceeds  and  Insurance  Clearance  Fund  and 
Revolving/Internal  Service  Fund,  respectively. 

The  department  accounts  for  the  operation  of  its  self-insurance 
program  in  the  Agency  Fund,  Bond  Proceeds  and  Insurance  Clearance 
Fund,  and  the  Revolving/Internal  Service  Fund.  This  program  should 
be  accounted  for  in  the  Revolving/Internal  Service  Fund.   Bond 
Proceeds  and  Insurance  Clearance  Fund  assets  are  overstated  by 
$523,223  and  Agency  Fund  assets  are  overstated  by  $5,101,110. 
Assets  are  understated  by  $5,624,333  in  the  Revolving/Internal 
Service  Fund.   Liabilities  are  overstated  in  the  Agency  Fund  and 
understated  in  the  Revolving/Internal  Service  Fund  by  $2,500,000. 
The  fund  balance  is  overstated  by  $522,533  in  the  Bond  Proceeds  and 
Insurance  Clearance  Fund  and  Accountability  for  Self-Insurance 
Investments  of  $2,601,110  is  overstated  in  the  Agency  Fund.   The 
Revolving/ Internal   Service   Fund  balance   is   understated  by 
$3,123,643.   Expenditures  and  withdrawals  are  overstated  in  the 
Bond  Proceeds  and  Insurance  Clearance  Fund  and  understated  in  the 
Revolving/Internal  Service  Fund  by  $198,560.   Revenue  and  Income 
are  overstated  in  the  Bond  Proceeds  and  Insurance  Clearance  Fund 
and  the  Agency  Fund  by  $106,959  and  $450,576,  respectiv^ely.  Reve- 
nue and  Income  are  understated  in  the  Revolving/Internal  Service 
Fund  by  $560,535. 

Cutoff  problems  discussed  on  page  33  of  this  report  caused  cash  and 
accounts  payable  in  the  General  Fund  and  Bond  Proceeds  and  Insur- 
ance Clearance  Fund  to  be  understated  by  $135,888  and  $20,686, 
respectively. 

The  department  accrued  purchase  commitments  which  overstated  ac- 
cruals and  payables  in  the  Earmarked  Revenue  Fund  by  $28,038. 
These  amounts  should  have  been  reported  as  encumbrances.   See 
page  31. 

The  assets  and  uncleared  collections  recorded  in  the  Federal  and 
Private  Grant  Clearance  Fund  should  have  been  transferred  to  the 
General  Fund.  Therefore,  recorded  balances  for  the  Federal  and 
Private  Grant  Clearance  Fund  should  be  zero. 

In  our  opinion,  because  of  the  effects  of  the  items  discussed  in 
paragraphs  five  through  eight  and  paragraph  ten,  the  financial 
statements  listed  below  do  not  present  fairly,  in  conformity  with 
generally  accepted  accounting  principles,  the  financial  position  as 
of  June  30,  1979  or  results  of  operations  of  such  funds  for  the 
year  then  ended  . 


LONG  RANGE  BUILDING  PROGRAM 
Statement  Name 


Balance  Sheet 


Fund 

Bond  Proceeds  and  Insurance 

Clearance  Fund 
Revolving/Internal  Service  Fund 


Statement  of  Changes 
Fund  Balance 


Bond  Proceeds  and  Insurance 

Clearance  Fund 
Revolving/Internal  Service  Fund 


Statement  of  Expenditures 
and  Withdrawals  Compared 
with  Appropriations 

DEPARTMENT  OF  ADMINISTRATION 
Statement  Name 


Revolving/Internal  Service  Fund 


Fund 


Balance  Sheet 


General  Fund 

Revolving/Internal  Service  Fund 
Revolving/Enterprise  Fund 
Federal  and  Private  Grant 

Clearance  Fund 
Agency  Fund 


Statement  of  Revenue  and 
Income  Compared  with 
Estimates 


Bond  Proceeds  and  Insurance 

Clearance  Fund 
Agency  Fund 


Statement  of  Expenditures 
and  Withdrawals  Compared 
with  Appropriations 


Revolving/Enterprise  Fund 
Revolving/Internal  Service  Fund 


Statement  of  Expenditures 
and  Withdrawals 

Statement  of  Changes  in 
Fund  Balance 


Statement  of  Changes  in 
Assets  and  Liabilities 


Bond  Proceeds  and  Insurance 
Clearance  Fund 

Earmarked  Revenue  Fund 
Bond  Proceeds  and  Insurance 

Clearance  Fund 
Revolving/Internal  Service  Fund 
Revolving/Enterprise  Fund 

Agency  Fund 


In  our  opinion,  except  for  the  matters  discussed  in  paragraphs  six 
through  nine,  Balance  Sheets  for  the  Earmarked  Revenue  Fund  and 
Bond  Proceeds  and  Insurance  Clearance  Fund,  the  Statements  of 
Changes  in  Fund  Balance  for  the  Earmarked  Revenue  Fund,  the  State- 
ment of  Revenue  and  Income  Compared  with  Estimates  for  the  Revolving/ 
Internal  Service  Fund  and  the  Long  Range  Building  Program  Federal 
and  Private  Revenue  Fund  Statement  of  Changes  in  Financial  Position 
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and  Statement  of  Expenditures  and  Withdrawals  Compared  with  Appro- 
priations present  fairly  the  financial  position  as  of  June  30,  1979 
and  results  of  operations  of  such  funds  for  the  year  then  ended  in 
conformity  with  generally  accepted  accounting  principles  applied  on 
a  consistent  basis. 

In  our  opinion,  the  statements  listed  below  present  fairly  the 
financial  position  as  of  June  30,  1979,  and  results  of  operations 
of  such  funds  for  the  year  then  ended  in  conformity  with  generally 
accepted  accounting  principles  applied  on  a  consistent  basis. 


LONG  RANGE  BUILDING  PROGRAM 
Statement  Name 


Fund 


Balance  Sheet 


Federal  and  Private  Revenue  Fund 


Statements  of  Revenue 
and  Income 


Federal  and  Private  Revenue  Fund 
Bond  Proceeds  and  Insurance 

Clearance  Fund 
Revolving/Internal  Service  Fund 


Statement  of  Changes  in 
Fund  Balance 


General  Fund 
Earmarked  Revenue  Fund 


Statement  of  Expenditures 
and  Withdrawals  Compared 
with  Appropriations 


General  Fund 
Earmarked  Revenue  Fund 
Bond  Proceeds  and  Insurance 
Clearance  Fund 


DEPARTMENT  OF  ADMINISTRATION 
Statement  Name 


Fund 


Balance  Sheet 


Federal  and  Private  Revenue  Fund 
Debt  Service/Sinking  Fund 
Trust  and  Legacy  Fund 


Statement  of  Revenue 
and  Income  Compared 
with  Estimates 


General  Fund 
Earmarked  Revenue  Fund 
Federal  and  Private  Revenue 

Fund 
Sinking  Fund 

Revolving/Enterprise  Fund 
Federal  and  Private  Grant 

Clearance  Fund 


Statement  of  Expenditures 
and  Withdrawals  Compared 
with  Appropriations 


General  Fund 
Earmarked  Revenue  Fund 
Federal  and  Private  Revenue 
Fund 


Statement  of  Expenditures 
and  Withdrawals 


Sinking  Fund 

Federal  and  Private  Grant 
Clearance  Fund 
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(con' t) 

SL.jLcnK'riL  Name  Fund 

Statement  of  Changes  in       General  Fund 
Fund  Balance  Federal  and  Private  Revenue 

Fund 
Sinking  Fund 

Federal  and  Private  Grant 
Clearance  Fund 

The  accompanying  Schedule  of  Expenditures  and  Withdrawals  by  Ob- 
ject, All  Funds,  Schedule  of  Expenditures  and  Withdrawals  Compared 
with  Appropriations,  Total  All  Funds,  and  Schedule  of  Revenue  and 
Expenditures  by  Accounting  Entity  for  the  Revolving/Internal  Ser- 
vice and  Enterprise  Funds,  the  items  titled  "Total  (Memorandum 
Only)"  on  the  Balance  Sheets,  Statements  of  Changes  in  Fund  Bal- 
ance, and  Statements  of  Revenue  and  Income  compared  with  Estimates, 
are  not  necessary  for  fair  presentation  of  the  financial  statements 
but  are  presented  as  supplemental  information.   This  information 
has  been  subjected  to  the  tests  and  other  auditing  procedures 
applied  in  our  examination  of  the  financial  statements  and  in  our 
opinion,  except  for  those  matters  noted  in  paragraphs  five  through 
ten,  is  fairly  stated  in  all  material  respects  in  relation  to  the 
financial  statements  taken  as  a  whole. 


Respectfully  submitted, 

Morris  L.  Brusett,  CPA 
Legislative  Auditor 


January  30,  1980 
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Accounts  Receivable 
Interentity  Loans  Receivable 
Federal  Securities 

Deferred  Compensation  -  Fixed  Annuity 
Deferred  Compensation  -  Variable  Annuity 
Deferred  Compensation  -  Savings 
Property  Held  in  Trust 
Appropriation  Receivable  to  Pay  Accounts 

Payable  and  Accrued  Expenditures 
General  Fixed  Assets  -  Equipment 
General  Fixed  Assets  -  Other 

Total  Assets 


Special 

Revenue  Funds 

Federal 

and  Private 

Revenue 

Fund 

Debt  Service 
Fund 

Capital  Projects 
Fund 

Earmarked 
Revenue 
Fund 

Sinking 
Fund 

Bond  Proceeds 
Clearance  Fund 

$159,542 
1,050 

$1,208,257 
2,406 

323,457 

$1,755,561 

2,500,000 
4,214,029 

$  274,051 

374 

250,000 

9,233,616 

Account 

s  Payable 

Interen 

tity  Loans 

Payable 

Account 

ability  for  Advances 

Accrued 

Expenditui 

res  &  Withe 

Irawal 

Bond  Oi 

scounts 

Accountability  foi 

:   Property 

Held 

in  Tru 

St 

Uncleared  Collecti 

tons 

Account 

ability  to 

Deferred 

Compen 

sation  Pari 

;icipants 

Revolvi 

ng  Fund  Fii 

led  Asset  1 

nvest 

Self-Insurance 


Reserve  for  Imprest  Cash 
Reserve  for  Accounts  Receivabl 
Reserve  for  Interentity  Loans 


Total  Liabiliti 
Fund  Balance 
Total  Liabiliti 
Fund  Balance 


See  the  Accoapanying  Notes. 


J136,383 

$  31,891 

$ 

5,208 

40,060 

884 

295,074 

59,718 

27,519 

9, 

,757 

736 
,305 

$9, 

,758 

,041 
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^ti^^Ty   fyp^".. , ^ Fiduciary  Funds 

nol       Enterprise 
Fund        Fund  Trust  and  Asency  Fu 


$3,094,912       $438,141 
309,877         7,049 


135,000         10,000 


450,978 

$  21,917 

105,000 

396,032 

179,896 

47,638 

Trust  and 

Agency 

Total 

L_eiacxX"Sd 

_Fund 

(Memorandunl  Only) 

$   571,634 

7,523,195 

1,784 

323,940 
2,943,060 
4,214,029 

4,796,256 

14,421,556 

3,059,684 

3,059,684 

117,803 

117,803 

322,160 

322,160 

$3,153,664 

3,153,664 

431,457 
33,245 
17,597 

$3,153,664 

$8,869,321 

$36,561,390 

$  647,067 

$2,500,000 

2,645,060 
396,916 
609,845 

3, 

,153 

,664 
3- 

$3, 

,153 

,664 

8,869,321 

-0^: 

$8,869,321 
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DEPARTMENT  OF  ADMINISTRATION  AND  ATTACHED  AGENCIES 
COMBINED  STATEMENT  OF  REVENUE  AND  INCOME  COMPARED  WITH  ESTIMATES 
ALL  FUNDS  ' 

FISCAL  YEAR  ENDED  JUNE  30,  1979 


Governmental  Funds 


Special  Revenue  Funds 


General  Fund 


:ked  Revenue  Fund 


Name 

County  License  Permits 
Operator/Chauffer  Drivers 

License 
Property  Taxes  -  General 
Plumbing,  Fixture  Permit  Fee 
Surplus  Property  Handling  Fee 
Health  Quality  Testing 

General  Fee 
Interest  Earnings  -  General 
STIP  Distributed  Earnings 
Hail  Insurance  Levy  Fee 
Tramway  Safety  License 
Service  Reimbursements 
In-Service  Training 

Reimbursements 
Highway  Patrol  Fines 
Income  Transfers  -  General 
Appropriation  Transfers  - 

General 
Sinking  Fund  Contributions 
Miscellaneous  Receipts 
Intrastate  Service  -  General 
Microfilm  -  Service 

Collections 
Radio  and  Microwave  Service 

Collections 
Recharged  Service  Collections 
Comprehensive  Employment  and 

Training  Program 
Intergovernmental  Personnel 

Grants 
National  On-the-Job  Training 
BLM  Taylor  Grazing  Fees 
Army  Corps  Flood  Control 
Long  Range  Bond  Excess 
Miscellaneous 
Total 


1,135,728 
40,000 


20,513,680 


$34,041,392 


1,171,820 
44,886 


3,300,000 

3,477,036 

8,300,000 

9,237,935 

28,484 

29,518 

$600,000 


12,000 


$  508,199 


658,976 


251,498 

,406 

167,069 

,270 

162,911 

485,974 


21,800,000 

2,811 

$36,467,967 


$1,577,724 


See  the  accompanying  Notes  to  the  Financial  Statements. 
*No  revenue  estimate  is  required  for  this  fund. 
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Governmental  Funds  (Continued) 

Special  Revenue  Funds  (Continued)     Debt  Service  Fund        Capitol  Projects  Fund 

Federal  and  Private                                Bond  Proceeds  and  Insurance 
Revenue  Fund Sinking  Fund Clearance  Fund 


$   100,000     $   37,498       $  345,000     $283,644 

$  19,918 


85,348 


21,901 

106,599      106,599 
1,200,000      548,000 


70,000        90,821 
8,100,000      8,274,127 


10,000 


$8,337,773     $8,489,487      $1,651,599     $938,243  $106.959 
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DEPARTMENT  OF  ADMINISTRATION  AND  ATTACHED  AGENCIES 

COMBINED  STATEMENT  OF  REVENUE  AND  INCOME  COMPARED  WITH  ESTIMATES 

ALL  FUNDS 

FISCAL  YEAR  ENDED  JUNE  30,  1979 

(Continued) 

Proprietary  Funds 


Ser 


Fund 


Revolving  Fund 


Enterprise  Fund 
Revolving  Fund 


County  License  Permits 

Operator/Chauffer  Drive 

License 

Property  Taxes  -  Genera 

Plumbing,  Fixture  Permi 

Surplus  Property  Handli 

Health  Quality  Testing 

General  Fee 

Interest  Earnings  -  Ger 

STIP  Distributed  Earnir 

Hail  Insurance  Levy  Fei 

Tramway  Safety  License 

Service  Reimbursements 

In-Service  Training 

Reimbursements 

Highway  Patrol  Fines 

General 
Sinking  Fund  Contributions 
Miscellaneous  Receipts 

3,916,059 

3,670,658 

Intrastate  Service  -  General 
Microfilm  -  Service 

7.144,547 

7,379,721 

Collections 
Radio  and  Mici 

'owave  Service 

70,000 

73,231 

Collections 
Recharged  Service  Collections 
Comprehensive  Employment  and 

418,289 

255,014 

;rgove 


Per 


National  On-the-Job  Tra 
BLM  Taylor  Grazing  Fees 
Army  Corps  Flood  Contro 
Long  Range  Bond  Excess 
Miscellaneous 
Total 


2.465 
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T rus t^  a nd  Agency 

Federal  "and  Private 
jrant  Clearance  Fund 


^F^ 

Agency  Fund 

Total  (Meroor 

and4! 

"  0"iy)^ 

J^^tuaL* 

_Estimated 
$    38,500 

Actual 

$ 

44,980 

1,135,728 

1 

,171,820 

40,000 

44,886 

60,000 

40,281 

100,289 

114,890 

623,000 

587,120 

4,745,000 

4 

,651,440 

$325,902 

8,300,000 

9 

,589,942 

28,484 

29,518 

12,000 

2,073 

321,616 

369,874 

50,000 

41,117 

685,000 

658,976 

124,674 

376,172 

4,083,465 

3 

,861,321 

106,599 

106,599 

1,200,000 

548,000 

7,336,817 

7 

,542,862 

70,000 

73,231 

418,289 

255,014 
485,974 

57,773 

60,102 

70,000 

90,821 

8,100,000 

g 

,274,127 

240,000 

1,500 

1,898 

20,513,680 

21 

,800,000 

23,000 

12,183 

$450,576 

$58,360,740 

$60^835,221 
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DEPARTMENT  OF  ADMINISTRATION  AND  ATTACHED  AGENCIES 

STATEMENT  OF  EXPENDITURES  AND  WITHDRAWALS 

DEBT  SERVICE  FUND:   SINKING  FUND 

FISCAL  YEAR  ENDED  JUNE  30.  1979 


Expenditures  &  Withdrawals 
(No  Appropriations  Required) 

No  Program  $25,182,128 

Treasury  Division  4  678 

Total  Program  $25.186,806 


DEPARTMENT  OF  ADMINISTRATION  AND  ATTACHED  AGENCIES 

~         STATEMENT  OF  EXPENDITURES  AND  WITHDRAWALS 

CAPITAL  PROJECTS  FUND:  BOND  PROCEEDS  ANP" 

INSURANCE  CLEARANCE  FUND 

FISCAL  YEAR  ENDED  JUNE  30.  1979 

Withdrawals 
(No  Appropriations  Required) 

Insurance  and  Legal  Division  $    198.559 


DEPARTMENT  OF  ADMINISTRATION  AND  ATTACHED  AGENCIES 

STATEMENT  OF  EXPENDITURES  AND  WITHDRAWALS 

TRUST  AND  AGENCY  FUND:   FEDERAL  AND  PRIVATE 

GRANT  CLEARANCE  FUND 

FISCAL  YEAR  ENDED  JUNE  30.  1979 

Expenditures 
(No  Appropriations  Required) 

Treasury  Division  $     1,898 


DEPARTMENT  OF  ADMINISTRATION  AND  ATTACHED  AGENCIES 

COMBINED  STATEMENT  OF  CHANGES  IN  FUND  BALANCES 

ALL  FUNDS 

FISCAL  YEAR  ENDED  JUNE  30.  1979 


Cpi 

tal  Projects 

General  Fund 

Special 

R^„.,,_^_ 

Debt  Service  Fund 

Fund 

Earmarked 

and  Private 

Bond  Proceeds 

General 

Revenue 

Revenue 

Sinking 

an<. 

1  Insurance 

Fund 

Fund 

Fund 

Fund 
$  8,045,301 

CU 

$1 

Fund  Balance,  July  1,  1978 

$     -0- 

$   145,617 

$  2,869,146 

13,928,090 

Additions; 

Revenue  (budgeted) 

14,665,140 

510,272 

8,334,230 

358,961 

Income  (budgeted) 

21,800,000 

329,980 

548,000 

Revenue  (nonbudgeted) 

2,777 

150,220 

31,282 

54,984 

Income  (nonbudgeted) 

50 

737,472 

5,037 

51,975 

Net  Transfers  from 

Consolidated  Entity 

6,309,915 

24,671,814 

Prior  Year  Adjustments 

66,429 

1,828 

(103,219) 

Correction  of  Prior  Year 

Errors 

Appropriation 

6,276,240 

Total  Balance  and  Additions 

42,810,636 

8,035.084 

11,255,414 

33,655,358 

1 

14,035,049 

Deductions: 

Expenditures  (budgeted) 

5,919,143 

7,787,893 

315,865 

Withdrawals  (budgeted) 

178,208 

27,280 

Expenditures  (nonbudgeted) 

721,806 

Withdrawals  (nonbudgeted) 

24,465,000 

198,559 

Prior  Year  Expenditures  and 

Withdrawals, 

296,788 

Deposits  to  General  Fund 

36,467,967 

7,636,403 

General  Fund  Reversion 

60,309 

Reverted  Appropriations 

66,429 

Correction  of  Treasury 

Detail  Ledger 

Transfer  to  Agency 

Insurance  Account 

Transfers  to  the  Long 

Range  Building  Program 

i^^. 

- 

4,079,185 

Total  Deductions 

42,810,636 

7,966,101 

25,186,806 

4,277,744 

Fund  Balance,  June  30,  1979 

S     -0- 

$   68,983 

$1,460,449 

$  8,468,552 

1 

9,757,305 

See  the  accompanying  Note 
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Proprietary  Funds Fiduciary  Fund 

Internal 
ervice  Fund  Enterprise  Fund  Trust  and  Agency  Fund 


Revolving 
Fund 

Revolving 
Fund 

Federal    ^ 
Grant   CU 

$    1,103,680 

$ 

266,965 

S 

145,487 

11,734,402 

66,197 

55,343 

787,069 

2,200 
11,669 

1 

40,385 

(2,841) 

726,813 

1>.872,307 

J 

,065,062 

J 

65,000 
9,866,672 

679,427 

395,813 
1,000,000 


■ 

11 

,396, 

,197 

1. 

2 

,476, 

,110 

$   385,635 


vate  Total 

Fund    (Memorandum  Only) 


$  26 

,358 

,806 

24 

,803 

,057 

34 

,412 

,382 

307 

,660 

861 

,546 

30 

,981 

,729 

2 

,582 

726, 

,813 

6 

,276, 

,240 

124 

,730,815 

14 

,087, 

,901 

10 

,751, 

,587 

723, 

,704 

24 

,663, 

,559 

296, 

,788 

44 

,173, 

,082 

60, 

,309 

66, 

,429 

395, 

,813 

1 

,000, 

,000 

5 

,894,602 

102, 

,113, 

,774 

?  22, 

,617, 

,041 
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DEPARTMENT  OF  ADMINISTRATION 
STATEMENT  OF  CHANGES  IN  ASSETS  AND  LIABILITIES 
FISCAL  YEAR  ENDED  JUNE  30,  1979 


AGENCY  FUND 


July  1,  1978 
Beginning 
Balance       Additions 


Deductions 


ASSETS 

Cash 

$ 

221,606 

$3 

183,622 

$2 

833,594 

$ 

571,634 

Accounts  Receivable 

122,921 

1 

677,170 

1 

798,307 

1,784 

Investments  in  STIP 

3 

,440,579 

1 

355,677 

-0- 

4 

,796,256 

Deferred  Compensation  - 

Fixed  Annuity 

1 

,838,450 

1 

383,966 

162,732 

3 

,059,684 

Deferred  Compensation  - 

Variable  Annuity 

76,819 

42,833 

1,849 

117,803 

Deferred  Compensation  - 

Savings 



250,592 

— 

99,626 

— 

28,058 

— 

322,160 

Total          ' 

$1 

,950,967 

$L 

742,894 

$i 

,824,540 

$8 

,869,321 

LIABILITIES 

Interentity  Loans  Payable   $2,500,000 

Accountability  to  Deferred 
Compensation  Participants   2,300,435 

Accountability  for  Self- 
Insurance  Assets  1,150,532 


Total 


$5,950,967 


$    -0- 
1,730,184 
6,012,710 

$7,742,894 


$    -0- 
262,408 
4,562,132 
$4,824,540 


$2,500,000 
3,768,211 
2,601,110 

$8,869.321 


See  the  Accompanying  Notes  to  the  Financial  Statements. 
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DEPARTMENT  OF  ADMINISTRATION 


Assets 

Cash  in  Treasury 
Investment  in  Short 

Term  Investment  Pool 
Inter-entity  Loans 

Receivable 

Total  Assets 


LONG  RANGE  BUILDING  PROGRAM 
BALANCE  SHEET 

ALL  FUNDS 
JUNE  30,  1979 

Special 

Revenue 

Fund 

Capital 

Projects 

Fund 

Internal 

Service 

Fund 

Total 

Func 

(Memorc 

Onlj 

Federal 

and 

Private 

Revenue 

Fund 

Bonds 

Proceeds 

and 

Insurance 

Clearance 

Fund 

Revolving 
Fund 

All 
Is 
mdum 

$  249,607 

$   949,958 

$355,499 

$1 

,555^ 

,064 

1,181,567 

1 

,181 

,567 

50,000 
$2,181,525 

$2 

50 
,786 

,000 

$  249,607 

$355,499 

,631 

Liabilities  ■ 

Accounts  Payable 
Inter-entity  Loans 

Payable 
Accountability  for 

Advances 
Bonds  Payable 
Total  Liabilities 

Fund  Balance 
Fund  Balance 

Total  Liabilities 
and  Fund  Balance 


$  20,500 
300,000 

(121,478) 
199,022 

50,585 

$   249,607 


$   82,074     $  11,312 


(51,577) 

2,279,952     

2,362,026      (40,265) 


(180,501)     395,764 
$2,181,525     $355,499 


$   113,886 

300,000 

(173,055) 
2,279,952 
2,520,783 

265,848 

$2,786,631 


See  the  accompanying  Notes  to  the  Financial  Statements, 
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DKI'AKTMKNT  Ol'    ADMI  N  I  STKAI  ION 

I.ONt;   RANCK   Hill  1.1)1  NO   I'KOGKAM 

KXl'KNDITl.'KKS   AND  WlTHDKAWAl.R   COMI'AKKI)  WITH   AI'I'KOI'K  I ATIONS 

ALL   MINUS 

IISCAL  YKAK  KNDKI)  JUNK  :iO,  1979 


•p,irlmi-nLs    llii  i  vi'rs  l  t  y 

rid  ARcmics    System     Inst  i  till  i  uiis   Total  of  All 
Hrogram      Prog^ram ..  Pr_"8_'''""_       Program 


General  Fund 
Appropriations 

Budget  Amendments  $^,140^00  $  6, 140,000 

Total  Available  ^  6',\U6,o66  ^6,140,000 

Withdrawals  _6jl^PiOpq  6,140,000 

Unexpended  Balance  -0-  -0- 


Special  Revenue  Funds 

Earmarked  Revenue  Fund 

Appropriations  $   968,^00  $   968,300 

Budget  Amendments  35^603  35^0J 

Total  Available                    lV60j,903  1,0037^03 

Expenditures                       346,917  346,917 
Prior  Year 

Expenditures  149,516  149,516 

Unexpended  Balance  $ 507j420  $   507,470 


Federal  and  Private 
Revenue  Fund 

Appropriations  $  3,920,098  $  4,020,250  $   575,000   $  8,515,348 

Budget  Amendments                 101^9^4  90,000 liL-??^ 

Total  Available  '4,022,002  4^110,250  ^"575,000     8,707,252 

Expenditures  189,181  2,219,333  2,408,514 
Prior  Year 

Expenditures  1,834,850  1,737,699    3,572,549 

$  i, 997, 971  $   153,218  $  "575,000   $  2,726,189 


=nded  B.i 


Capital  Projects  Fund 
Bond  Proceeds  and 
Insurance  Clear- 
ance Fund 
Appropriations 
Budget  Amendments 
Total  Available 
Expenditures 
Prior  Year 

Unexpended  Balance 

Internal  Service  Fund 
Revolving  Fund 

Appropriations  $  7,232,449  $  4,508,003  $   336,906  $12,077,358 

Budget  Amendments  176,514  4,157,631  11,000  4,345,145 

Total  Available  7,408,963  8,665,634  347,906  16,422,503 

Withdrawals  1,626,735  1,608,630  92,859  3,328,224 
Prior  Year 

Withdrawals  2,836,625  2,529,866  252,355  5,618,846 

Unexpended  Balance  $  2,945.603  $  4,527,138  $     2,692  $  7,475,433 


$206,352 

T06,352 
101,411 

104,941 
-0- 

$16,653,187 

23,141,320 
1,592,170 

13,279,905 
$  8,269,245 

$14,258,817 
1.075,270 
15,334,087 
3,696,705 

5,864,668 
$  5,772,714 

$10,049,460 
(lj059,702) 
8,989,758 

3,461,153 

3,663,200 
$  1,865,405 

$41,167,816 
6j503j701 
47,671,517 
8,851,439 

22,912,714 
$15,907,364 

Total  All  Funds 

(Memorandum  Only) 

Appropriations         $206,352    $28,774,034    $22,787,070    $10,961,366    $62,728,822 

Budget  Amendments I2t9^2^154     5,322,901     (1,048,702)    17,216,353 

Total  Available         206,352    41,716,188    28,109,971     9,912,664    79,945,175 

Expenditures  and 
Withdrawals  101,411     9,895,003     7,524,668     3,554,012    21,075,094 

Prior  Year  Expendi- 
tures and  Withdrawals  _ip4j941     18,100,896     10,132,233     3,91^,555    32,253,625 

Unexpended  Balance     LjlO"^    $13,720,289    $10,453,070   $  2,443,097    $26,616,456 

See  the  accompanying  Notes  to  the  Financial  Statements 
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DEPARTMENT  OF  ADMINISTRATION 

LONG  RANGE  BUILDING  PROGRAM 

STATEMENT  OF  CHANGES  IN  FUND  BALANCE 

ALL  FUNDS 

FISCAL  YEAR  ENDED  JUNE  30.  1979 


Balance  at  July  1,  1978 

Additions: 
Revenue  (nonbudgeted) 
Income  (nonbudgeted) 
Transfer  from  Department 
of  Administration 
Net  Cash  Transfer  from 
Consolidated  Entity 
Total  Balance  and  Additions 


General  Fund 


General  Fund 


Special  Revenue  Funds 


6,140,000 
$6,140,000 


Earmarked 
Revenue  Fund 


346,917 
$346,917 


Federal  and 

Private 
Revenue  Fund 

$(1,749,407) 

28,232 
2,313,044 

1,815,417 

51,813 
$  2,459,099 


Deductions: 
Expenditures  (budgeted)  $346,917 

Withdrawals  (budgeted)  $6,140,000 

Cash  Transfer  to  Consolidated 

Entity 
Correction  of  Inter-entity 
Cash  Transfer 
Total  Deductions  $6,140,000"       $346,917 

Fund  Balance  at  June  30,  1979       $    -0-         $   -Q- 


$  2,408,514 


$  2,408,514 
$    50,585 


See  the  accompanying  Notes  to  the  Financial  Statements 
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Capital  Projects  Fund   Internal  Service  Fund 


Bonds  Proceeds 

And  Insurance 
Clearance  Fund 

RevolvinR  Fund 

Total  All  Funds 
(Memorandum  Only) 

$(5,188,652) 

$  658,051 

$(6,280,008) 

616,610 
6,140,000 

3,328,612 

644,842 
11,781,656 

4,079,185 

5,894,602 

3,023,795 
$  8,670,938 

68,712 
$4,055,375 

9,631.237 
$21,672,329 

$  8,851,439 

$3,328,224 

$11,606,870 
9,468,224 

580 

580 

330,807 
$3,659,611 

330,807 
$21,406,481 

$  8,851,439 

$   (180,501) 

$  395,764 

$   265,848 
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DEPARTMENT  OF  ADMINISTRATION 

AND  ATTACHED  AGENCIES 

Notes  to  Financial  Statements 

Fiscal  Year  Ended  June  30,  1979 


SUMMARY  OF  SIGNIFICANT  ACCOUNTING  POLICIES 

The  preceding  financial  statements  were  prepared  from  the 
Statewide  Budgeting  and  Accounting  System.   They  include  the 
Department  of  Administration  and  "attached  agencies"  financial 
activity  for  fiscal  year  1978-79.   The  "attached  agencies" 
are:   Merit  System,  Public  Employees'  Retirement  Division 
(PERD),  Teachers'  Retirement  Division  (TRD) ,  State  Tax  Appeals 
Board  (STAB),  and  Long  Range  Building  Program.  Excluded  from 
the  statements  are  the  agency  funds  for  PERD  and  TRD  and  the 
agency  investment  account,  the  Treasurer's  Cash  Accountability 
Account  and  the  Housing  Trust  Fund  for  the  Department  of 
Administration  since  this  activity  is  presented  in  separate 
financial  statements. 

A.   BASIS  OF  PRESENTATION 

The  accounts  of  the  State  of  Montana  are,  by  statute, 
organized  into  a  fund  structure  outlined  in  section 
17-2-102,  MCA,  1977.  For  financial  presentation,  these 
funds  have  been  reclassified  according  to  Governmental 
Accounting  and  Financial  Reporting  Principles  State- 
ment 1 . 


1) .   Governmental  Funds 


General  Fund  -  The  general  fund  consists  of  all 
moneys  deposited  in  the  state  treasury  which 
are  available  to  defray  the  general  costs  of 
state  government  and  which  do  not  fall  into  one 
of  the  other  funds. 

Special  Revenue  Funds  -  The  special  revenue 
funds  are  the  earmarked  revenue  fund  and  the 
federal  and  private  revenue  fund.  These  funds 
are  used  to  account  for  the  proceeds  of  speci- 
fic revenue  sources  requiring  separate  account- 
ing because  of  legal  or  regulatory  provisions 
or  administrative  action. 

Debt  Service  Fund  -  This  fund  corresponds  to 
the  sinking  fund  and  consists  of  moneys  depos- 
ited with  the  state  treasurer  for  the  payment 
of  principal  and  interest  and  the  accumulation 
of  reserves  for  bonded  or  other  indebtedness. 

Capital  Projects  Fund  -  The  capital  projects 
fund  accounts  for  financial  resources  to  be 
used  for  the  acquisition  or  construction  of 
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major  capital  projects.   This  fund  is  repre- 
sented by  the  bond  proceeds  portion  of  the  bond 
proceeds  and  insurance  clearance  fund  of  the 
Montana  fund  structure. 

2) .   Proprietary  Funds 

These  funds  are  combined  in  the  revolving  fund  under 
the  Montana  fund  structure.   For  presentation  pur- 
poses, the  revolving  fund  is  separated  into  the 
enterprise  fund  and  the  internal  service  fund. 

a.  Enterprise  Fund  -  Enterprise   operations   are 
operated  in  a  manner  similar  to  private  busi- 
ness enterprises,  where  the  governing  unit 
intends  to  recover  the  costs  of  providing  ser- 
vices to  the  general  public  through  user 
charges  or  where  periodic  determination  of 
revenue  less  expenses  is  deemed  appropriate. 

b.  Internal  Service  Fund  -  The  internal  service 
fund  is  used  to  account  for  the  financing  of 
services  between  governmental  units  on  a  cost 
reimbursement  basis. 

3)  .   Fiduciary  Funds 

a.   Trust  and  Agency  Funds  -  Trust  and  agency  funds 
correspond  to  the  federal  and  private  grant 
-       clearance  fund,  trust  and  legacy  fund,  and  the 
agency  fund  in  the  Montana  fund  structure. 
These  funds  account  for  assets  held  by  a  govern- 
mental unit  in  a  trustee  capacity  or  as  an 
agent  for  individuals,  private  organizations, 
or  other  governmental  units . 

4) .   Account  Groups 

Montana  does  not  maintain  long-term  debt  or  general 
fixed  assets  account  groups  as  required  by  generally 
accepted  accounting  principles.   The  state  is  cur- 
rently developing  a  Property  Accountability  Manage- 
ment System  that  will  account  for  fixed  assets. 

BASIS  OF  ACCOUNTING 

Montana  utilizes  the  modified  accrual  basis  of  account- 
ing. Modified  accrual  recognizes  revenue  when  received 
or  when  measurable  and  available.  Expenditures  are 
recognized  when  a  valid  obligation  is  incurred.  Fixed 
assets  are  expensed  when  purchased  by  a  fund.  Modified 
accrual  is  used  by  the  proprietary  funds  contrary  to 
generally  accepted  accounting  principles  which  require 
accrual  basis  for  these  funds. 
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INVESTMENTS 

Federal  securities  include  $2,975,000  valued  at  book 
value  and  $1,239,029  valued  at  cost.   The  June  30,  1979 
federal  security  market  value  was  $4,164,258.   The 
state's  Short  Term  Investment  Pool  provides  state  agen- 
cies and  local  government  units  a  means  to  invest  and 
earn  interest  on  money  over  short  periods  of  time. 
Investments  in  the  Short-Term  Investment  Pool  include 
$2,508  of  purchased  interest  and  $14,419,048  STIP  units 
valued  at  cost. 

INVENTORIES 

Inventories  are  expensed  when  purchased,  not  recorded  as 

assets . 

INTERENTITY  LOANS 


Loans  between  governmental  units  are  recorded  as  inter- 
entity  loans  receivable  by  the  loaning  entity  and  as 
interentity  loans  payable  by  the  receiving  entity. 

F.  ,  LEASES 

Lease  payments  are  expensed  as  disbursements  are  made. 
The  state  has  the  option  of  cancelling  leases  without 
penalty. 

G.  VACATION  AND  SICK  LEAVE 

Liabilities  incurred  for  employees'  unused  vacation  and 
sick  leave  are  not  recorded.  The  related  expenditures 
are  recorded  when  paid.  At  termination  employees  are 
paid  on  a  100  percent  basis  for  unused  vacation  and  on  a 
25  percent  basis  for  sick  leave.  The  accumulation  of 
these  balances  is  on  an  hourly  basis.  The  accumulated 
liability  for  vacation  and  sick  leave  is  not  determin- 
able. 

H.   ARCHITECTURE  AND  ENGINEERING  ACCRUAL  POLICY 

The  Architecture  and  Engineering  Division  (A&E)  does  not 
accrue  construction  progress  payments  due  contractors  at 
fiscal  year-end. 

2.   RETIREMENT  PLAN 

Employees  are  covered  by  the  Public  Employees'  Retirement 
System,  a  contributory  plan  under  which  the  state  contributes 
6.2  percent  of  an  employee's  gross  wages  and  the  employee  con- 
tributes 6  percent  of  his  gross  wages  to  the  plan.  The  depart- 
ment incurred  pension  costs  of  $331,211  during  fiscal  year 
1978-79. 

The  state's  policy  is  to  fund  accrued  pension  costs.   At 
June  30,  1978,  the  Public  Employees'  Retirement  System  was 
actuarily  sound.   The  unfunded  past  service  costs  and  the 
actuarily  computed  value  of  vested  benefits  were  not  readily 
available  for  members  of  the  plan  employed  by  the  agency. 


3.  NO  PROGRAM  EXPENDITURES 

Appropriations  for  fiscal  year  1978-79  were  made  on  a  program 
basis.   The  Department  of  Administration  performs  certain 
functions  and  makes  certain  expenditures  which  do  not  require 
legislative  appropriation  since  they  are  authorized  by  stat- 
ute.  During  fiscal  year  1978-79  "No  Program"  expenditures 
included  $21,800,000  from  the  sinking  fund  to  the  general  fund 
as  provided  for  in  section  17-5-405,  MCA;  $3,382,128  for 
payment  of  bond,  interest,  and  service  charges  for  long-term 
debts;  and  $101,411  for  capital  outlay  on  buildings. 

4.  REVENUE  AND  EXPENDITURES 

Revenue  is  defined  as  prime  moneys  coming  into  the  treasury 
Fund  Structure.  All  other  receipts  are  classified  as  income. 
Expenditures  are  defined  as  prime  costs  of  operating  state 
government.  All  other  disbursements  are  recorded  as  with- 
drawals . 

5.  GENERAL  FUND 

The  department's  financial  statements  do  not  reflect  the 
state's  consolidated  general  fund  cash  balance  of  $35,010,354 
because  this  cash  is  not  an  asset  of  the  Department  of  Admin- 
istration. Presentation  of  total  general  fund  cash  would 
distort  the  financial  position  of  the  department.  Consoli- 
dated general  fund  cash  is  the  cash  balance  available  to  pay 
all  state  agencies'  general  fund  obligations. 

6.  OTHER  FINANCIAL  ACTIVITY 

Activity  in  the  Long  Range  Building  Program  is  presented 
separately  in  the  financial  statements  to  clearly  present  the 
program's  significant  activity. 

The  general  warrant  revolving  account  activity  is  presented 
below.  This  account  presents  the  state  general  warrant  activ- 
ity for  all  state  agencies  during  fiscal  year  1978-79.  The 
balances  as  of  June  30,  1979,  represent  moneys  transferred 
from  state  agencies  to  the  revolving  account  for  which  war- 
rants have  either  not  yet  been  written  or  have  been  cancelled. 

DEPARTMENT  OF  ADMINISTRATION 

GENERAL  WARRANT  REVOLVING  ACCOUNT 

SCHEDULE  OF  CHANGES  IN  ASSETS  AND  LIABILITIES 

FISCAL  YEAR  ENDED  JUNE  30,  1979 

Balance  Balance 

July  1,  1978    Additions       Deductions    June  30,  1979 


,283,054    $952,266,254    $957,526,409     $1,022,899 


LIABILITIES 

Accountability 

for  Advances  $6,235,071    $944,746,008    $950,007,293     $  973,786 
Accountability  for 

Cancelled  Warrants      47,983    7,520,246 


Total  Liabilities    $6,283,054    $952,266,254    $957,526,409     $^,^022^899 
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7.  TAX  ANTICIPATION  NOTES 

In  the  past,  the  general  fund  has  borrowed  money  from  other 
state  treasury  funds  to  pay  its  obligations.   As  tax  revenue 
was  received,  loans  from  other  funds  were  repaid.  The  depart- 
ment is  now  authorized  to  issue  up  to  $50  million  in  tax 
anticipation  notes  to  be  paid  by  the  end  of  the  fiscal  year  in 
which  they  are  issued.   In  September  1979,  the  department 
issued  $40  million  of  tax  anticipation  notes.   These  notes 
carry  a  6\   percent  interest  rate  and  are  due  and  payable  on 
June  24,  1980. 

8.  DEFERRED  COMPENSATION  PROGRAM 

The  Deferred  Compensation  Program  is  a  vehicle  to  permit 
employees  to  defer  income  taxes  on  a  portion  of  their  compen- 
sation in  accordance  with  state  and  federal  regulations,  until 
distribution  is  actually  made  to  the  employee.  All  amounts  of 
compensation  deferred  under  the  plan  remain  the  property  of 
the  state,  subject  only  to  the  claims  of  the  state's  general 
creditors,  until  the  amounts  are  made  available  to  the  partic- 
ipant.  Under  the  terms  of  the  plan,  the  state  is  not  finan- 
cially liable  for  any  investment  losses  incurred  by  the  plan. 

9.  LONG  RANGE  BUILDING  PROGRAM 

The  Long  Range  Building  Program  Statement  of  Changes  in  Fund 
Balance  presents  negative  fund  balances  in  the  Federal  and 
Private  Revenue  Fund  and  the  Bond  Proceeds  and  Insurance  Fund 
at  July  1,  1978,  which  are  adjusted  to  reflect  transfers  from 
the  department  during  the  year  ended  June  30,  1979.  , 

10.   GENERAL  LONG  TERM  DEBT 

Total  debt  outstanding  for  the  state  as  of  June  30,  1979  was 
$72,364,152.  The  Schedule  of  General  Long-Term  Debt,  as  shown 
below,  consists  of  those  General  and  Limited  Obligation  bonds 
not  reported  with  any  other  agency's  financial  statements. 
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DEPARTMENT  OF  ADMINISTRATION 

SCHEDULE  OF  GENERAir  LONG-TERM  DEBT 

FISCAL  YEAR  ENDED  JUNE  30,  1979 


GENERAL  OBLIGATION  BONDS: 

Highway  Headquarters 
Building  and  Complex  $  6,745,000 

LIMITED  OBLIGATION  BONDS: 

State  General  Contruction 
Building 

Series  I  $5,245,000 

Series  II  7,745,000 

Series  IV  1,570,000 

Series  V  1,675,000 

Total  State  General 
Construction  -  Building  16,235,000 

Water  Conservation  Series  II, 
Charlo  Water  13,500 

Total  Limited  Obligation  Bonds  16,248,500 

TOTAL  OBLIGATION  BONDS  $22,993,500 


11.   LITIGATION 

Since  the  inception  of  the  state's  self -insurance  program  on 
July  1,  1977,  over  220  claims  have  been  filed.   As  of  January 
14,  1980,  34  claims  were  active  and  have  been  reserved  for 
losses,  fees  and  expenses  totaling  $660,000.  Prayered  damages 
arising  from  the  34  claims  are  in  excess  of  $17,000,000. 
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DEPARTMENT  OF  ADMINISTRATION  AND  ATTACHED  AGENCIES 

COMBINED  SCHEDULE  OF  EXPENDITURES  AND  WITHDRAWALS 

BY  OBJECT  -  ALL  FUNDS 

FISCAL  YEAR  ENDED  JUNE  30,  1979 


Personal  Services: 
Salaries 

Other  Compensation 
Employee  Benefits 
Total  Personal  Services 

Operating  Expenses: 
Contracted  Services 
Supplies  and  Materials 
Communications 
Travel 
Rent 

Utilities 

Repair  and  Maintenance 
Other  Expenses 
Goods  Purchased  for  Sale 
Total  Operating  Expenses 

Equipment 

Capital  Outlay 

Local  Assistance 

Grants 

Benefits  and  Claims 

Accounting  Entity  Transfers 

Debt  Service  -  Bonds 

Total  Expenditures 


No  Program 


$21,800,000 

3,382,128 

$25,182,128 


12,100 


967 


12,000 


$238,947 


668,968 
3,224 


Central 

Architecture 

Administration 

Accounting 

and 

Program 

Division 
$144,072 

Engineering 

$190,298 

$211,061 

200 

23,382 

22,537 

31,209 

213,880 

166,609 

242,270 

353 

656,302 

6,267 

4,242 

2,784 

1,932 

4,384 

7,692 

5,487 

2,409 

196 

9,368 

225 

1,392 

11,654 

90 

557 

569 

397 

45 

707 

35.984 


1,857 


$838,801 


65,000 


$345,111 
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Information 

Computer 

Systems 

Services 

Division 

Division 

$536,734 

$1,101,655 

77,543 

170,021 

614,277 

1,271,676 

2,586 

46,010 

4,548 

224,743 

8,431 

97,023 

77 

12,062 

56,026 

548,402 

5,476 

150,937 

1,335 

14,695 

78,479 

1,093,872 

6,989 

634,842 

General         Management 

Services         Systems       Purchasing 

Division        Division       Division 


$  567,611 


88,571 


656,182 

613,071 
207,857 
272,463 

6,702 
405,423 
300,784 
373,245 

2,043 

52.305 

2,233,893 

58,857  12,386         1,845 

170  8,826 


$126,715 

$215,939 

17,968 

34,090 

144,683 

250,029 

31,123 

6,233 

1,799 

4,548 

3,110 

13,655 

2,953 

849 

225 

324 

259 

1,044 

2,796 

7,208 

42,265 

33,861 

$699,745       $3,000,560       $2,948,932        $208,160       $285,735 
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DEPARTMENT  OF  ADMINISTRATION  AND  ATTACHED  AGENCIES 

COMBINED  SCHEDULE  OF  EXPENDITURES  AND  WITHDRAWALS 

BY  OBJECT  -  ALL  FUNDS  ' 

FISCAL  YEAR  ENDED  JUNE  30.  1979 

(continued) 


Personal  Services: 
Salaries 

Other  Compensation 
Employee  Benefits 
Total  Personal  Services 

Operating  Expenses: 
Contracted  Services 
Supplies  and  Materials 
Communications 
Travel 
Rent 

Utilities 

Repair  and  Maintenance 
Other  Expenses 
Goods  Purchased  for  Sale 
Total  Operating  Expenses 

Equipment 

Capital  Outlay 

Local  Assistance 

Grants 

Benefits  and  Claims 

Accounting  Entity  Transfers 

Debt  Service  -  Bonds 

Total  Expenditures 


Records 
Haaagement 
Bureau 

Extradition 

of  Prisoners 

Program 

Workers' 

Compensation 

Judge 

$101,539 

$103,301 

16,124 
117,663 

14,453 
117,754 

1,106 

21,891 

1,737 

1,735 

26,369 

$92,186 

4,043 
4,971 
3,663 
9,203 
13,428 

1,525 
641 

450 
765 

55,004 

92,186 

36,523 

27,248 


3,890 


$  8,147 

1.185 
9,332 


68,298 
5 


276 
1,430 


90 

70,099 

9,305 


$199,915 


$92,186 


$158,167 


$88,736 
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Investment 

Communications 

Division 

D: 

Lvision 

$156,817 

$ 

263,554 

2,725 

22,959 

40,320 

182,501 

— 

303,874 

171,159 

21,172 

4,358 

17,806 

5,790 

1 

,816,347 

8,633 

20,767 

6,105 

13,283 
414 

748 

383 

2,845 

2,564 

T 

26,479 

199,638 

,919,215 

1,121 

663 

Emergency 

and 

Disaster 

Program 


Personnel 
Division 


$533,659 


81,528 


Insurance 
and  Legal 
Division 


74,857 


10,854 


Passenger 

Tramway 

Safety 

Section 


615,187 

85,711 

187,903 
18,396 
18,195 
11,160 
23,629 

2,123,755 
1,076 
1,923 
1,327 

$5,566 
189 

1,425 

2,094 
3,516 

131 
939 

50 

264,893 

2,129,151 

7,230 

3,539 

915 

$1,236,910 


14,326 


190,198 


$383,260      $2.223,752    $1,236,910       $897,945 


$2.405,975 


$7,230 
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DEPARTMENT  OF  ADMINISTRATION  AND  ATTACHED  AGENCIES 

COMBINED  SCHEDULE  OF  EXPENDITURES  AND  WITHDRAWALS 

BY  OBJECT  -  ALL  FUNDS 

FISCAL  YEAR  ENDED  JUNE  30,  1979 

(continued) 


Total  Operating  Expenses   167,975 
Equipment  1,282 

Capital  Outlay 
Local  Assistance 
Grants 

Benefits  and  Claims 
Accounting  Entity  Transfers 
Debt  Service  -  Bonds        

Total  Expenditures        $539,481 


71,256 


123 


$160,472 


Building 

Surplus 

Codes 

Property 

Treasury 

Division 

Bureau 

Division 

Personal  Services: 

Salaries 

$319,419 

$  76,898 

$   115,597 

Other  Compensation 

Employee  Benefits 

50,805 

12,195 

17,910 

Total  Personal  Services 

370,224 

89,093 

133,507 

Operating  Expenses: 

Contracted  Services 

51,709 

11,051 

3,802 

Supplies  and  Materia 

lis 

3,907 

9,521 

1,872 

Communications 

11,817 

2,092 

2,770 

Travel 

87,938 

5,664 

493 

Rent 

9,234 

23,171 

Utilities 

34 

895 

Repair  and  Maintenance 

199 

9,333 

'  65 

Other  Expenses 

680 

3,819 

Goods  Purchased  for 

Sale 

2,491 

6,571 

9,897 


76,898 
6,500,000 


4,678 


$6,725,788 


Merit 

TRD 

System 

PERD 

Teachers 

S.T.A.B. 

Personnel 

PERS 

Retirement 

Administration 

Total 

Program 

Program 
$255,575 

Program 
$129,049 

Program 

All  Programs 

$139,539 

$  82,186 

$  5,519,839 

300 

450 

900 

41,275 

47,600 

22,051 

39,925 

19,793 

10,932 

836,014 

161,890 

295,950 

149,742 

134,393 

6,403,453 

16,931 

127,662 

48,315 

56,826 

4,351,105 

4,514 

8,390 

3,884 

14,185 

570,626 

5,837 

23,818 

12,433 

4,477 

2,328,909 

2,036 

6,186 

3,321 

11,608 

306,924 

5,720 

14,188 

23,865 

11,037 

1,197,232 

2,093 

1,970 

306,190 

1,170 

2,853 

461 

110 

551,870 

802 

628 

400 

726 

48,701 
87,846 

37,010 

185,818 

94,649 

98,969 

9,749,403 

129 

2,829 

954 

5,946 

782,761 

8,996 

1,313,808 

6,514,326 

12,000 

22,055,198 

3,386,806 

$199,029 

$484,597 

$245,345 

$239,308 

$50,226,751 
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BuiUini  Codes  Dlvtaion 
Surplus  Property  Bureau 


CoBuiiiriitlona  Div 
Pi^rgrncy  S  Dlsaati 


Paaarnger  and  Tranway 


Prior 

Year 

Une.pruded 

«?l 

Exptnd) 

S           l.Ml 
6,39« 

ill 

115:214 
110,6/2 

!932 

$      1.^ 

'tS 

1,011,675 

$24^925^ 


11^348^81 
s  Fund  and  Trust 


f^jJJttil'J       ?24,B39 


*lrf 
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DEPARTMENT  OF  ADMINISTRATION 

SCHEDULE  OF  REVENUE  AND  EXPENDITURES 

BY  REVOLVING  FUND 

FISCAL  YEAR  ENDED  JUNE  30,  1979 


Internal  Service 


SBAS 
Upgrade        Systens 
Project      Development 


Surplus 
Property 


Revenue  and  Income 
Plumbing  Fixture  Permit  Fee 
Health;  Quality  Inspection 
Interest  Earnings 
Service  Reimbursements 
Miscellaneous 
Appropriation  Transfers 
Intra-state  Services 
Radio  &  Microwave  Service 
Collections 

Total  Revenues  and  Income 


Less:  Expenditures  and 

Withdrawals 

Personal  Services 

$  9,331 

Contracted  Services 

65,747 

Supplies  and  Materials 

6 

Communications 

Travel 

276 

Rent 

1.144 

Utilities 

Repair  and  Maintenance 

Other  Expenses 

90 

Goods  Purchased  for  Resale 

Equipment 

9,305 

Accounting  Entity  Transfers 

Total  Expenditures  and  Withdrawals 

Revenue  and  Income  over  Expenditures 
'  and  Withdrawals 


$(85.899) 


56.972 


$  6.187 
114,891 


121, 

,078 

89, 

,093 

11. 

,051 

9, 

,521 

2 

,093 

5 

,664 

23 

,171 

34 

9 

,333 

3 

,819 

6 

,571 

122 

160 

,472 

$(39,394] 
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Central     Reproduction 
Data  and 

Processing   Distribution 


Internal  Service 

Department  of 

Administration 

Construction 


Insurance 
Premium 


Intergovernmental 
Training 


.3,9A7,3l6    $1,070,140 


$2,795,770 


129,654       2,795,770 


,885,952 

257,972 

87,476 

48,595 

10,530 

256 

1,137,722 

32,387 

229,291 

172,638 

4,921 

105,455 

265,799 

64 

2,277 

12,140 

4,019 

6,282 

1,940 

604,428 

228,242 

156,412 

30,979 

16,030 

691 
52,287 

642,001 

16,583 

214 

3 

,765, 

,304 

$ 

182 

,012 

$35,576      $1,658,048 


$   (622) 
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DEPARTMENT  OF  ADMINISTRATION 

SCHEDULE  OF  REVENUE  AND  EXPENDITURES 

BY  REVOLVING  FUND 

FISCAL  YEAR  ENDED  JUNE  30.  1979 

(Continued) 


Internal  Sarvice 


SRS 

Rent  and 

CoHunications 

Investments 

Building 

Maintenance 

Revenue  and  Income 

Plumbing  Fixture  Permit  Fee 

Health,  Quality  Inspection 

Interest  Earnings 

$345,063 

Service  Reimbursements 

$2,216,701 

10 

Miscellaneous 

677 

194 

$   1,034 

Appropriation  Transfers 

10,016 

$196,729 

668,143 

Intra-state  Services 

Radio  &  Microwave  Service 

Collections 

Total  Revenues  and  Income 

2,227,394 

345,267 

196,729 

669,177 

Less:  Expenditures  and 

' 

Withdrawals 

Personal  Services 

108,240 

182,501 

133,771 

Contracted  Services 

19,512 

171,159 

.287,816 

Supplies  and  Materials 

889 

4,358 

10,326 

Conmunications 

1,799,487 

5,790 

1,771 

Travel 

1,392 

8,633 

781 

Rent 

2,902 

6,105 

177,072 

94 

Utilities 

153,651 

Repair  and  Maintenance 

160 

748 

1,639 

59,557 

Other  Expenses 

1,361 

2,845 

926 

Goods  Purchased  for  Resale 

7,947 

Equipment 

1,121 

4,097 

Accounting  Entity  Transfers 

Total  Expenditures  and  Withdrawals 

1.941.890 

383,260 

178.711 

652.790 

Revenue  and  Income  over  Expenditures 
and  Withdrawals 


$  285.504 


$(37.993) 


$  18.018 


$  16,387 


d^ 


Internal  S 

ervice 

Total 

Enterprise 

Radio 

Microwave 

Records 

Internal  Service 

Housing 

Construction 

Total  Enterprise 

Communications 

Management 

(Memorandum  Only) 
$   351,250 

Authority 

Regulation 

$  40,282 
587,119 

(Memorandum  Only) 

$  40,282 
587,119 

$  73,231 

2,559,582 

$170,842 

170,842 

1,905 

2,465 

2,465 

3,670,658 

15,910 

5,163,020 

230 

230 

$255,014 

255,014 
12,001,429 

255,014 

89,141 

170,842 

630,096 

800.938 

193,716 

47,183 

2,995,235 

77,026 

326,674 

403,700 

1,659 

556 

1,843,962 

89,862 

50,471 

140,333 

16,917 

21,136 

470,003 

3,208 

3,888 

7,096 

16,860 

1,736 

2,201,332 

5,765 

11,817 

17,582 

19,376 

1,735 

62,238 

8,350 

82,516 

90,866 

10,381 

26,369 

1,080,749 

2,102 

9,234 

11,336 

414 

154,099 

222 

405 

259,455 

171 

199 

370 

1,203 

640 

27,605 

1,010 

680 

1,690 

18,532 

85,337 

2,491 

2,491 

663 

12.551 

686,657 

65,000 

9,931,672 

$  2,069,757 

3,042 

921 

3,963 

279,943 

112.311 

190,536 
$(19,694) 

488,891 
$141,205 

679.427 

$(24,929) 

$(23,170) 

$121,511 
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DEPARTMENT  OF  ADMINISTRATION 


LONG  RANGE  BUILDING 
SCHEDULE  OF  EXPENDITURES 
ALL  FUNDS 
FISCAL  YEAR  ENDED  SUM 

PROGRAM 
;  BY  OBJECT 

:  30,  1979 

No  Program 

Departments 

and  Agencies 

Program 

University 

System 

Program 

Institutions 
Program 

Total 

of  All 

Programs 

Operating  Expenses 
Contracted  Services 
Communications 
Travel 
Total  Operating 
Expenses 

$ 

20,750 

41 

4,459 

25,250 

$    20,750 

41 

4,459 

25,250 

Capital  Outlay 
Land  and  Interest 

in  Land 
Buildings 
Total  Capital 
Outlay 

$  101,411 
101,411 

$    359,291 
3,395,712 

3,755,003 

426 
7,498,992 

7,499,418 

$_ 

3,554,012 
3,554,012 

359,717 
14,550,127 

14,909,844 

Transfers 
Accounting  Entity 
Transfers 

6,140,000 
$  9,895,003 

6,140,000 

TOTAL 

$  101,411 

L 

7,524,668 

1 

3,554,012 

$21,075,094 

AGENCY  REPLY 


iOMAS  L.  JUDGE,  Gc 


l)ll{K(  TOIfS   OIKK    !•; 

Mi'if  iiKi.i.  Hrii.i>iN<; 
iii:i.i:na.  Montana  r.-Mn 


June   6,    1980 


Mr.    Morris    L.    Brusett 
Legislative    Auditor 
State    Capitol 
Helena,    Montana      59601 


MPiiTArtA  U-WSUvilV*  .,  i.ATOK 


Dear    Mr.    Brusett: 

In  accordance  with  your  request,  we  submit  the  following  response  to 
the  recommendations  included  in  the  audit  of  the  Department  of 
Administration: 

Recommendation    #1 

We  recommend  that  the  department  establish  accrual  accounting 
policies  and  procedures  that  will  support  user  billing  rates  and 
allow  meaningful  financial  analysis  of  internal  service  and 
enterprise   operations. 

Response: 

We  concur.  V/e  have  had  as  one  our  priorities  for  some  time,  the 
development  of  a  cost  based  billing  system  for  our  internal  service 
and  enterprise  operations.  We  hope  to  have  this  completed  by  June 
30,  1982.  Full  accrual  accounting  policies  and  procedures  for  these 
operations   will   be    implemented    at   the    same   time. 

Recommendation    #2 

We    recommend    that    the    department: 

A.  Publish  specific,  updated  guidelines  for  proper  use  of  contin- 
gent   revolving    funds. 

B.  Review  contingent  revolving  account  reconciliations  periodi- 
cally to  determine  that  the  account  cash  balances  are  no 
greater   than    the    amounts    authorized. 

C.  Monitor  claims  submitted  for  reimbursement  to  assure  compli- 
ance   with    use    guidelines. 

D.  Work  with  agencies  to  reduce  account  balances  to  the  amount 
necessary    for    immediate    cash    payments. 
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MONTANA  IS  AN   EQUAL  OPPORTUNITY  EMPLOYER 


Response: 

We    concur.    Agency    contingent    revolving    accounts    v/ill    be    reviewed 
and    reduced    to   the    minimum    level    required    for   emergency    payments. 

Recommendation    #3 

We  recommend  that  the  department  reimburse  the  Surplus  Prop- 
erty Bureau  for  the  value  of  the  surplus  property  building 
through  a  formal  agreement  which  complies  with  federal  require- 
ments. 

Response; 

We  concur.  We  continue  to  believe  that  we  have  fulfilled  our 
commitment  to  the  federal  government  by  providing  space  equivalent 
to  the  original  building.  However,  we  will  request  an  appropriation 
from   the   legislature   to   reimburse   the    federal   government. 

Recommendation    #Z> 

We   recommend    that   the    department: 

A.  Periodically  contact  all  potential  surplus  property  donees  to 
inform   them   of   the   benefits   of   the   program. 

B.  Arrange  for  and  participate  in  meetings  to  disseminate 
information    on    the    surplus    property    program. 

C.  Review  utilization  of  items  with  a  new  acquisition  cost  of 
$3,000  or   more   on    a    timely   basis. 

Response: 

We   concur. 

Recommendation    #5 

We  recommend  that  the  department  implement  review  procedures 
to   ensure    that   only    salable    items    are   warehoused. 

Response: 

We  concur.  The  original  warehouse  staff  has  been  replaced  and 
the    bureau    chief   is    now    directly    involved    in    screening. 

Recommendation    ^6 

We  recommend  that  the  department  develop  a  system  of  charging 
state  agencies  based  on  past  and  expected  future  costs  of  the 
self-insurance    program,    as    determined    liy    an    actuary. 
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Response: 

We  concur.  An  actuary  has  been  engaged  to  review  the  existing 
claims  against  the  state,  past  insurance  losses  and  premiums,  present 
claim  reserves  and  reserving  practices,  and  annual  assessments  to 
state  agencies.  He  will  determine  whether  the  self-insurance  reserve 
fund  is  adequate  to  pay  tort  claims  and  provide  a  reasonable  reserve 
for   catastrophic   losses. 

Recommendation    #7 

We   recommend   that   the   department: 

A.  Establish  a  plan  to  repay  the  loan  when  it  is  no  longer 
required    by   the    self-insurance    program. 

B.  Deposit    all   self-insurance   moneys   in   the   revolving    fund. 

C.  Seek  legislation  which  would  allow  separate  investment  of 
self-insurance   moneys. 

Response: 

We   concur. 

(A).  When  the  actuarial  analysis  is  completed,  a  plan  for 
repaying   the   loan   will   be   developed. 

(B).  We  CQncur.  However,  if  we  close  out  all  agency  accounts 
and  deposit  all  self-insurance  monies  in  the  revolving  account, 
we  will  need  a  legislative  appropriation  or  a  budget  amendment 
to  pay  each  claim.  Since  the  department  has  no  direct  spending 
authority  out  of  the  revolving  account,  claims  and  expenses 
must  be  paid  out  of  the  agency  accounts  until  after  the  next 
legislature   can   give   us   an   appropriation. 

(C).  We  concur  in  part  with  the  recommendation  and  will  seek 
legislation,  as  part  of  the  repayment  plan  discussed  in  recom- 
mendation 7A  above,  to  allow  the  department  to  retain  and 
invest  the  interest  from  the  sinking  fund  loan.  However,  sep- 
arate investment  authority  for  all  other  self-insurance  monies 
already   exists   pursuant   to   section   2-9-202,    subsection    (A),    MCA. 

Recommendation   #8 


We  recommend  that  the  department  establish  definitive  guidelines 
for  "show  cause"  hearings,  with  district  court  approval,  for 
settlement   of  self-insurance   claims. 

Response; 

We  concur.  Draft  guidelines  for  such  hearings  are  being  submit- 
ted to  both  departments  of  the  First  Judicial  District  for  adoption  in 
the   uniform   district   court   rules. 
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Recommendation    #9 

We   recommend   that   the   department: 

A.  Seek  legislation  which  would  allow  general  procurement  bid 
securities  consistent  with  those  allowed  for  construction  con- 
tracts. 

B.  Periodically  reconcile  bid  deposits  with  the  bid  deposit 
records. 

Response: 

We   concur.    The   recommended   legislation   will   be   submitted. 

Recommendation    #10 

We  recommend  that  the  department  prepare  the  Montana  Financial 
Report  in  accordance  with  generally  accepted  accounting  princi- 
ples  on   a   timely   basis. 

Response: 

We  concur.  We  will  prepare  our  FY  '82  financial  statement  in 
compliance  with  generally  accepted  accounting  principles.  This,  and  a 
more  timely  statement,  will  require  some  small  increase  in  profes- 
sional staff;  however,  the  benefits  accruing  to  the  state  from  better 
bond   ratings   and    interest   rates   will   more   than   pay   for   these   efforts. 

Recommendation    #11 

We  recommend  that  the  department  determine  the  effect  of 
restating  all  interim  period  transactions  affecting  cash  and 
ensure   that   cash   balances    are   reasonably    stated. 

Response: 

We  concur.  We  will  restate  all  applicable  cash  balances  for 
fiscal   year-end  1981. 

Recommendation   #12 

We   recommend   that   the   department: 

A.  Account   for   contributions   and   earnings   separately. 

B.  Periodically  reconcile  the  state's  accounting  records  to 
carrier   reported   amounts. 

C.  Record  all  deferred  compensation  plan  contributions  in  the 
state's    accounts. 

Response: 

We  Concur.  The  Employee  Benefits  Committee  is  reviewing  the 
poor  performance  of  the  present  carrier  and  will  require  either  that 
all  reconciliations  be  made  or  we  will  change  carriers.  All  contribu- 
tions  will   be    recorded. 
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I^econiinendaliort    //13 

We  recommend  that  the  department  document  the  authorization  for 
changes  on  accounting  input  documents,  especially  for  changes 
in    dollar   amounts. 

Response; 

We  concur.  The  incident  mentioned  was  an  isolated  one  con- 
cerning an  internal  Department  of  Administration  transfer  from  the 
sinking  fund  to  the  general  fund.  We  feel  that  our  internal  controls 
are  strong  enough  that  material  vulnerability  is  eliminated.  For 
instance,  the  on-line  edits  prohibit  any  change  to  a  warrant  pro- 
ducing document;  SBAS  edits  require  that  cash  zero-out  on  most  SBAS 
documents;  and  the  Treasury  Division  reconciles  SBAS  to  banks  on  a 
daily  basis.  In  addition,  all  agencies  are  furnished  with  a  report  on 
changed  documents  and  are  asked  to  make  the  changes  on  the 
original  copy  of  the  input  form.  We  do  make  the  changes  on  our 
copies   of   input   forms. 

Recommendation   #14 

We  recommend  that  the  department  correct  the  above  security 
weaknesses. 

Response: 

We  concur.  Security  is  a  top  priority  item  for  the  computer 
center.  All  possible  steps  will  be  taken  to  take  care  of  the  problems 
cited. 

Recommendation   #15 

We  recommend  that  the  department  correct  the  above  backup  and 
disaster   weaknesses. 

Response: 

We  concur.  An  off-site  storage  vault  is  being  constructed  at 
records  management.  In  addition,  the  Architecture  &  Engineering 
Division  is  looking  at  the  possibility  of  preparing  an  alternate  site 
for  the  computer  center.  This  would  be  a  site  with  everything  but  a 
computer  (wiring,  air  conditioning,  etc.),  prepared  and  ready  in 
case   of   a   fire   or   other   disaster   at   the   present   center. 

Sincerely 


^a^lfj  ;^C-e,^ 


David   M.    Lewis, 
Director 
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